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prelifstorie tmes and has AU,
relozences, To peld @ good crop we work.
the sofl amd sow the seeds but & § God whe -

causes the growth.

A the Stewardship Fnancial Cumporation

Y aiieeddripaBanlaaslectymm
sucvessfiul 2003, we ghve thantks to our Lewd :
and) Savdor [esus Chrlst wheo has blessed us
abundantly = cnabling ws to grow oup
busimess, reach oul with new &D@m%@% and
reap a Bountiful Harvest. o

With Clhrst a8 our strengih and His Word
as our guide, we can stard frm season after
season and be an nstitution our customers

and shareholders can depend wpon.

OUR MISSION

The Atlantic Stewardship Bank was established to serve
the northern New [ersey community’sﬁnancial needs
and to give back, or tithe, one-tenth of our earnings to

the communi ty.

We are a confident and progressive institution that meets
business and individual banking deposit and borrowing
needs. We understand the value of each and every customer
and make it a priority to treat cach customer fairly and with
respect. By investing prudently we safeguard assets, provide
ample capital growth, and recognize our shareholders with
a proper return. As a responsible and accountable employer,
we cultivate a caring professional environment where our

associates can be productive and are encouraged to grow.

We are an independent commercial bank that stands on solid
Christian principles and the American banking regulations
established by the Board of Governors of the Federal Reserve
System, the Federal Deposit Insurance Corporation, and the
State of New Jersey. We hold these fundamentals paramount
in every decision we make; for the good of our customers,

our shareholders, and our employees.




2003

2002

% Change

For The Year Ended December 31

(Dollars in thousands, except per share amounts)

Net income 33,491 $3,116 12.0%
Average shares outstanding 3,140 3,077 2.0%
Per common share

Basic net income 1.11 1.01 9.9%

Diluted net income 1.10 1.00 10.0%
Cash dividends declared 0.26 022 18.2%
Book value at year end 8.58 7.66 12.0%
Balance Sheet Data at December 31
Total assets 401,768 331,087 21.3%
Total gross loans 261,664 216,268 21.0%
Allowance for loan losses 2,888 2,689 7.4%
Total deposits 341,538 302,735 12.8%
Stockholders’ equity 27,149 23,817 14.09%
Consolidated Ratios
Return on average asscts 0.97% 1.03% -5.8%
Return on average equity 13.68% 14.019% -2.4%
Tier 1 capital to average asscts (leverage) 8.89% 7.02% 26.6%
Tier 1 capital to risk-adjusted assets 12.93% 10.53% 22.8%
Total capital to risk-adjusted assets 14.03% 11.74% 19.5%

All share data has been restated to include the effects of 59 stock dividends paid in November 2002 and
November 2003, and a 3 for 2 stock split completed July 2003.

Total Assets (In Millions)
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“Thank you for Atlantic Stewardship Bank's
tithe gift. This gift will enable us to share
the knowledge of the God of Hope with
all the children that He brings to Eastern
Christian School.

The God of Hope has blessed Eastern

Christian School in so many wonderful

ways, and He has allowed us to share this

Living Hope with thousands of students

and parents from generation to generation i
since 1892,

We have seen the truth of the words of the
prophet in Isaiah 40:31...those who hope
in the Lord will renew their strength. They
will soar on wings like eagles; they wifl run
and not grow weary, they will walk and

not be faint.

Please pray with us for our students and
parents, and all those who work tirelessly

for Christian education”

“Your recent gift - whether for our chitdren'’s
ministries or for other aspects of our global
outreach ~ helps the Back to God Hour to tel!
children and adults about Jesus, and how He
can change their lives. Thank you so much!”




Standing left to right: William J. Vander Eems, Robert J. Turner, William M. Almroth, Margo
Lane, Harold Dyer, John J. Murphy, John L. Steen. Seated left to right: Willilam C. Hanse, Esq.,
Arie Leegwater, Paul Yan Cstenbridge, Abe Van Wingerden.

Arie Leegwater, Chairman
Owner, Arie Leegwater Associates

William M. Almroth
Retired

Harold Dyer
Retired

William C. Hanse, Esq.
Partner, Hanse & Hanse

Margo Lane
Sales and Marketing Coordinator
PBI — Dansensor America, Inc.

John J. Murphy*
Founder and Senior Principal

Murphy Capital Management, Inc.

John L. Steen, Vice Chairman
President, Steen Sales, Inc.

President, Dutch Valley Throwing Co., Inc.

Robert . Turner
Retired

William J. Vander Eems
President, William Van Der Eems, Inc.

Paul Van Ostenbridge

President and Chief Executive Officer
Stewardship Financial Corporation and
Atlantic Stewardship Bank

Abe Van Wingerden
President, Abe Van Wingerden Co., Inc.
T/A Van Wingerden Farms

* We welcome John |. Murphy quew Canaan,
Connecticut, to our Board cyFDirectors.
Mr. Murphy is also @ member of the Board
of Directors of the Citifund Ltd. Family of
Funds and a member of the New York Society
of Security Analysts.

NEW BUSINESS
DEVELOPMENT BOARDS
Bergen Board

Janyce Bandstra*

Janet Braen

William R. Cook

Richard Culp*

Robert Galorenzo, M.D.

Paul D. Heerema

Ruth Knyfd

Bartel Leegwater

Edward Nieuwenhuis, Jr., M.D.

Paul Ruitenberg
William Soodsma
Margaret Stanley
Allen Stiles*

* We welcome new Bergen Board members
Janyce Bandstra of Midland Park, Admissions
Director with Eastern Christian School
Association; Richard Culp of Midland Tark,
President of Prentice Hall; and Allen Stiles
from ijckqﬁ, (y{Hew[ett—Packard, Inc.

Passaic/Morris Board
William C. Bartlett
Donald De Bruin
George Forshay

Robert Fylstra, CPA
Brian Hanse, Esq.

Garret Hoogerhyde, CPA
Ruth Kuiken

William A. Monaghan III, Esq.
Darryl Siss, Esq.*

James Slagter*

Charles Sybesma

Benard W. Thomas, Jr.
Michael Westra*

Ralph Wiegers

* We welcome new Passaic/Morris Board
members Darryl Siss cnyawthome, Attorney
with Teschon, Riccobene & Siss; James S/a(gter
of Wayne, Senior Vice President of Rochdale
Securities, LLC, and Michael Wesrmfrom
Kinnelon, of Wayne Tile.

SPECIAL THANKS..

Stewardship Financial Corporation and
Atlantic Stewardship Bank want to recognize
three dear friends and long-term associates
who retired in late 2003 after faithfully
serving the Bank’s New Business Develop-
ment Boards for six years. Our best wishes
go out to Fred Everett, Sam Steen, and
Ron Steiginga. Thank you for all you've
done for us; and God bless you!

We also wish to gratefully acknowledge the
contributions of William Braunius, who
passed away last year. Mr. Braunius served
on the Bank’s Bergen Business Develop-
ment Board for over 18 years and was one
of the Bank’s original Business Development
Board members.
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The Annual Shareholders’ Meeting for Stewardship Financial Corporation will be held
at the Bank’s newest office, 400 Hamburg Turnpike, Wayne, NJ, on May 11, 2004,
at 7:00 p.m. The Corporation had 864 Shareholders of Record on December 31, 2003.

Registrar and Transfer Company, 10 Commerce Drive, Cranford, NJ 07016, is
the transter agent for Stewardship Financial Corporation common stock. We invite
you to contact them at 800-368-5948 should you wish to transfer stock or to join the
Dividend Reinvestment Plan. You may continue to contact the Corporate Services
Division of Stewardship Financial Corporation at 201-444-7100 or 877-844-BANK
for additional information.

Dividend Reinvestment Plan

A total of 661 Shareholders currently participate in the Corporation’s Shareholder
Dividend Reinvestment Plan, representing 1,903,438 or 60% of all shares outstanding.
Plan participants reinvest cash dividends to purchase new shares of stock at 95%
of the market value, based on the most recent trades. Shareholders interested in
joining the Dividend Reinvestment Plan may request a Plan Membership Form
from Registrar and Transfer Company.

Annual Report

Stewardship Financial Corporation will provide a copy of the Annual Report on Form
10K, free of charge to any shareholder upon written request, including the financial
statements and schedules which have been filed with the Securities and Exchange
Commission. Requests should be addressed to Stewardship Financial Corporation,
Attn: Corporate Services, 630 Godwin Avenue, Midland Park, NJ 07432-1405.

Corporate Governance

The Board of Directors’ Audit, Nominating and Compensation Committee Charters;
as well as the Code of Ethical Conduct for Senior Financial Managers, are available
for viewing at www.asbnow.com. Visit the “About Us” page and refer to the “Stewardship
Financial Corporation” section. This information is also available in print to share-
holders requesting same in writing.

Recent History of Dividends Paid

The Board of Directors of the Stewardship Financial Corporation is pleased to pay, on
February 1, 2004, a quarterly dividend to Sharcholders of Record on January 15, 2004,
in the amount of $0.08 per share. Future dividends will be paid on May 1, August 1,
and November 1, subject to Board approval.

November 15, 2003 5% stock dividend Movember 15, 2002 5% stock dividend
November 1, 2003 $0.07 November 1, 2002 $0.06

August 1, 2003 $0.07 August 1, 2002 $0.06

July 1, 2003 3 for 2 split May 1, 2002 $0.05

May 1, 2003 $0.06 February 1, 2002 $0.05

February 1, 2003 $0.06

Total Earnings Per Share
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] “On behalf of all of us at Operation Double

; Harvest, we wish to thank you for your

‘ generous gift to our ministries in Haiti.
We stand in awe to see how God meets
our ongoing and growing needs for the
work He has commiitted to us.

Your bank is unique in the way that you
honor the Lord and we want to assure you
that we in turn will be good stewards for

i your contribution.”
|
|
|

“It seems to me that it is always at the Irast
expected places that we can be inspired and
made to think. [ was visiting someone in a
nursing home when 1 read the statement
below from a calendar sitting on a counter.
These words made me think of you and al!
of the generous donors who support the
wonderful work of Eva’'s Village. As Spring
approaches and ali things become
new again, | wish these words for you.

‘ ‘Take time to notice all the usually unnoticed
simple things in life. Delight in the never-
ending hope that’s available every day!’

We here at Eva's are always seeing the
‘never-ending hope’ in the hungry. homeless
and addicted persons that come through
our doors. Your generous gift enables us

to continue to serve those less fortunate

among us. We are so very gratefui to you!

God bless you and may hope ever be in

your hearts”




Arie Leegwater
Chairman of the Board of Directors

DEAR SHAREHOLDERS AND FRIENDS

The Steui'ardship Financial Corporation and, its,'stibsidiar}*,
the Atlantic Stewardship Bank, are pleased to report another
year of solid pé\rfor\xﬁa‘nce. In 2003, thé"chpératibn experi-
enced record earni‘nés:éttributed to 'e'xcépti(')nal loan growth
combined with the contéinment,'of"interest expense. We are
also pleased to report the bank continues to make inroads

in each of our markets by developing strong core deposits.

Paul Van Ostenbridge
President and Ch}ng,\’ccuuvc Oﬁcer

Operating earnings for the year were $3.5 million, or $1.11
basic earnings per share —a 12.0% increase compared with
the $3.1 million in earnings, or $1.01 basic earnings per share
in 2002. Return on average assets and return on average equity
were 0.97% and 13.68% respectively, compared to 1.03% and
14.01% in 2002. Earnings per diluted share in 2003 were $1.10
compared to $1.00 in 2002.

Dividends and Stock Split
Cash dividends paid totaled $0.26 per year in 2003, for an
increase of 19.6% over the previous year.

The Stewardship Financial Corporation also paid a three
for two stock split in July 2003. In addition, the corporation
paid its sixth consecutive 5% stock dividend in November 2003,

Deposit Growth

The Atlantic Stewardship Bank is increasing market share through
growth of core deposits, which grew 17.6% over prior year-end
balances. Certificates of Deposit grew 2.2% for the same period.
The increase in core deposits indicates more customers are

selecting our bank as their primary bank.

Loan Growth Exceeds Projections
In a year when our banking peers struggled to develop loans, the
Atlantic Stewardship Bank experienced its strongest loan growth
ever. The Lending Division developed more commercial and
consumer loans in 2003 than any other year. This is a credit to
our outstanding lenders who earned the reputation of know-
ing how to best fulfill customers’ needs and for responding in
a timely fashion. Their efforts are complemented by our Sales
Division, which is charged with the responsibility of developing
leads and marketing the bank’s services.

The bank’s loan footings as of December 31, 2003 grew to
$258.8 million, representing a 21.2% increase over the 2002
year end balances.

The Residential Mortgage Division was a strong contributor
to the bank’s earnings. In addition to maintaining a mortgage
portfolio of $44.8 million, this department contributed $451,000
in fee income to the bank as a result of processing mortgages
sold to investors.

Introducing 400 Hamburg Turnpike, Wayne, NJ

We are pleased to announce the opening of our third Wayne
branch in November 2003. This new facility is convenient to a
new area of Wayne, Haledon and North Haledon not previously
served by our branches at 87 Berdan Avenue and 311 Valley
Road. This branch offers the conveniences of drive-up lanes,
an ATM, safe deposit boxes, and of course, the exceptional
customer service the Atlantic Stewardship Bank is known for.

Trust Preferred Participation

In order to support the continued outstanding growth of the
Corporation, the Board of Directors elected to participate in a
Trust Preferred issue in September 2003. The Trust Preferred
enhances the capital position, which will ensure the Stewardship
Financial Corporation’s and the Atlantic Stewardship Bank’s path
of remaining financially strong, exceeding regulatory capital
guidelines as the corporation continues to grow. The Trust
Preferred issue consists of a consortium of banks throughout the
United States. By participating in this form of Trust Preferred,
the corporation was able to attain $7 million in capital with lim-
ited legal expense. Additional information about the Trust
Preferred appears in the financial section of this Annual Report.

Tithe Increases 20.5%
One of the most exciting aspects of the bank is its commitment
to tithe, or share 10% of its earnings annually, with Christian
and local civic organizations.

As a result of increased earnings in 2003, the Atlantic
Stewardship Bank was privileged to share $512,000 with over
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300 worthy organizations. The Board of Directors made an extra effort to acknowledge
local missions and organizations operating food banks.
This year, an additional $21,000 was allocated to food banks. These gifts are in
addition to the amounts traditionally shared with these humanitarian organizations.
This $512,000 distribution brings the total amount given under the Tithe Program,
since its inception, to over $3 million.

Enhanced Services
In 2003, the Escrow Savings Account was introduced. This service is geared to attor-
neys, apartment managers, nursing homes and funeral directors, The Escrow Savings
Account is a convenient way to establish a master account with sub-accounts keeping
records accurate. This service produces individual statements, allocates interest earned
to each sub-account, and generates 1099s for interest earned.

The bank also introduced check imaging to businesses and consumers.
The check images provide for convenient storage, present the front of the checks
as well as the endorsement, and enable checks to be viewed by Online Banking

customers on our website at www.asbnow.com.

The check imaging is an important step toward
the national Check 21 Program scheduled to
be introduced in October of 2004. Check 21 is
designed to help eliminate the need to process
and transport individual physical checks through-
out the United States.

Looking forward to 2004, we intend to intro-
duce our new Sterling Lifestyle Account, which is
a package of services designed to meet the needs
of customers age 55 and above.

Board of Directors
The Stewardship Financial Corporation and the
Atlantic Stewardship Bank Boards of Directors

appointed John J. Murphy of New Canaan,

Connecticut to their respective Boards in
Peggy Weber, Credit Card Manager,

intently working at Paterson Habitat
for Humanity work site.

September 2003. Director Murphy is the Senior
Principal of Murphy Capital Management, Inc. of
Ridgewood, New Jersey and serves as the Board’s
Financial Expert on the Audit Committee.

Sincere Thanks

A sincere thank you is extended to the Stewardship Financial Corporation’s
shareholders, the Atlantic Stewardship Bank’s customers, and our dedicated associates.
You all make this unique organization a success. We appreciate your support as we serve
to further His Kingdom in our local community and beyond. You helped make the
2003 “Bountiful Harvest” possible,

Arie Leeg\vater
Chairman of the Board of Directors

President and Chief Executive Officer
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“I want to express our sincere thanks for
your very kind gift toward the ministry of
Ringwocd Christian School. We rejoice in
the incredible faithfulness of the Lord toward
this schowl. Over the past 31 years we have
been so blessed by Him through His kind
and faithful people.

Thank you so much for choosing to
partner with Ringwoaod Christian School
in providing Christian education. Your gitt
is an investment in the hearts, minds,
and lives of this young generation.

ltis a great privilege to be able to partner
with another crganization who desires i
bless the Lord through its business.”

“We recently received your generous gift
which is part of your Tithing Program. Thank
you so rmuch! Hete at Mary Help of Christians
Academy, we work to provide a guaiity
education while still keeping our tuition cosls
affordabic. Sometimes. itis quite a struagle:
Your gift will help us to cover additiona! fuitinn

discounts given to families in dire need.

We are su glad that we were introduesd
into the Atlantic Stewardship Bank lamily’
Now that the ew hranch opened al 47l
Hamburs Turnpike ARE i much ciuger,

in this 2gs of aorporate grocd and nrofit
mEking, A58 shines ke the stars inthe sy

23 0% wilrivesses o e bty

of tithing ar
May God continue ta be nrained throunh the
personal and orofessional lives of all of A%SHe

g L 1 I TUNNY S &l
statt and assceisles, as well as s cliensis)




A HEARTY THANKSGIVING IN WAYNE, NJ

Opening day at the Bank's newest branch at 400 Hamburg Turnpike,
Wayne, NJ.

November 2003 brought an extra helping of Thanksgiving cheer
as Atlantic Stewardship Bank opened the doors to its third branch
in Wayne Township, located at 400 Hamburg Turnpike.

The new facility is a full-service branch with a lobby,
multiple drive-up lanes, safe deposit boxes, ATM, and a
no-charge coin counter. Additionally, at the branch’s popular
ASBean Counter coffee bar customers can enjoy fresh-brewed
coffee, cookies, and assorted foods all day long; all donations are
given to local charities.

“We'd been eveing this location for quite some time,” said
Robert Giannetti, Regional Manager and Manager of the new
branch. “And now that we’re here, we are attracting commer-
cial and personal accounts not only from Wayne but from the
surrounding towns of Haledon and North Haledon as well.
We've had a very warm reception.”

The Bank maximized this opportunity by centralizing
its commercial lending and loan processing areas into the new
facility. As part of the branch’s grand opening celebration, the
Bank presented cash donations to local food banks in the greater

Wayne community.

WARM AND SUNNY ALL YEAR LONG

“No matter what time ofyear, it’s always warm and sunny at
Adlantic Stewardship Bank’s BEACH Club,” says Club President
Janelle Stevenson. “That’s because it’s all about giving — giving
our time, our hands, and our hearts to help those in need.”

BEACH is short for Bank Employees Assisting CHarities.
Every year the Bank’s BEACH Club members volunteer to run
a number of programs; enlisting support from co-workers and
customers all along the way.

2003 began with a branch-wide campaign to collect
“care packages” of gifts, candies, and personal products for
ULS. troops stationed overseas. The response from our customers
was overwhelming! Bank Personnel Director Gail Tilstra gave
the packages to her sister, Captain Lynn Molinaro, who serves
in the National Guard. Lynn brought them to her army base in
Sea Girt, NJ for shipment to the troops (Thanks, Captain Lynn!).
Additionally, the Bank made a cash donation to the Red Cross,
for distribution to U.S. troops’ families in need.

Other BEACH Club programs for 2003 included a
supper for the homeless, employee blood drive, Easter dinner

baskets for the Emmanuel Cancer Foundation, Holland Christian
Home afterncon tea, Thanksgiving food drive, Christmas wish
tree to gather gifts for deserving children, and St. Jude’s Ranch
Christmas card collection.

TN TIME Yot
TO SE‘L%RE‘:?&;&‘-’
50
w7 e
A NOUEUBLR FOOD DRIVE
1 10 HELP OFHERS

/
. \\‘? RS e TN Y

it

e Thank You
i Atlantic Stewardship bo |
/ ) Heach commitece
ol

BEACH Club members Ellie King, Mary Beth Steiginga, and Amanda
Bialy promoting the annual food drive to support local food banks.
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SOWING SEED BOTH NEAR AND FAR \' \
BOUNTJFUL;\\HARVLST
Every year, Atlantic Stewardship Bank is honored to share funds with deserving T 0

organizations through the Bank’s Tithing Program. Not only are our tithe recipi-
ents serving the Bank’s local communities, many seek to help worldwide. On this

age we’d like to introduce two of our tithin am recipients for 2003.
page we © g Progr pie or 2003 “Thank you for yaur contribution to

Bergen County Habitat for Humanity.

Madison Avenue Crossroads Community Ministries Your partnership with us is critical to

“Meeting needs, transforming lives, by the power of Jesus,” is the mission at Madison
Avenue Crossroads Community Ministries in Paterson, New Jersey.

MACCM seeks to meet the
spiritual and physical needs of the

achieving our goal of building affordable
housing in Bergen County.

Your contribution begins in Bergen County,

community through strategies and but spreads throughout the United States
solutions that helP people help them- ‘ and around the world where millions of
selves. They run numerous ministries i hardworking families struggle te survive
inclucling a teen center, youth jubilee amidst deplorable, often inhumane living
employment program, an after school : conditions. Habitat for Humanity believes
center, Christian child care, two dis- these conditions are unacceptable. With our
cipleship houses for men coming out partner families and the skill and energy of
of long-term drug/alcohol facilities, many volunteers, we seek to build houses.
an emergency food pantry, summer Through the houses we build, hope is

day camp, youth basketball league, English as a second language classes, and men on restored and lives are changed, as the

a mission — mentoring boys n grades 3-6. ‘ devastating cycle of poverty is broken

We salute and congratulate MACCM for all they do in the name of Jesus.

To learn more write to Madison Avenue Crossroads Community Ministries, 498 Madison
Avenue, Paterson, NJ, 07514 or call 973-278-5627.

Africa Inland Mission

Africa Inland Mission is a nonde-

nominational Christian missionary

sendi ngagency n Pearl River, NY, that “On behalf of the Board of Directors,

serves primarily in Africa and the the residents, and the staff of the

islands of the Indian Ocean. AIM was

Holland Christian Home, | am delighted
founded in 1895 and currently has

) to be able to write to you today in order
more than 1200 members worldwide ) , .
o . o ) to say ‘thank vou: The Bank's generous
and about 550 missionaries in Africa. | e

! gift is indeed a wonderful gesture.

While their ministries are numer-

The interest and concern of friends like

ous, their two primary goals are: o
you is indeed a source of encouragement

1. To reach unreached peoples with the Gospel of Jesus Christ and plant maturing tor all of us who work for the Holland

churches among those peoples. Christian Home. Your corporate commitment

2. To strengthen and equip the church through leadership training and development. 3 to excellence, and your unigue Tithing
Whether they repair Landrovers, perform appendectomies, or teach better farm- 3 Program, are just twe of the examples
ing methods, the men and women of the Africa Inland Mission meet people’s needs, : that exemplify your business leadership.”

validate their worth, and declare the glory and forgiveness of God through Jesus Christ. |

We are privileged to include the Africa Inland Mission in our Tithing Program.

More information about AIM can be found on their website, www.aim-us.org or by

calling 1-800-254-0010.
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ATLANTIC STEWARDSHIP BANK’S 2003 TITHING PROGRAM

Each one sfﬂ@m@” use whatever nga‘ fm has received

to serve @&me

; fmﬁhfwﬂ]y m’mmzstermg

God’s gm@e m zzzts Va rious J]"wms°

-1 MTER £:10

As Bible-believing Christians and faithful stewards of God’s bless-
ings, Atlantic Stewardship Bank takes the Biblical concept of
tithing, or devoting one-tenth to God, very seriously. In fact, the
tithing program is an integral part of the Bank’s corporate by-
laws, which direct the Bank to donate ten percent of its pre-tax
profits to Christian and civic organizations in the communities
where the Bank maintains branches. Tithe recipients are selected
at year-end after careful and prayerful consideration by the Bank’s
Board of Directors.

In 2003, the Bank made its largest tithe ever, sharing
$512,000 with over 300 organizations. This was an increase of
$87,000 over 2002. Since the program’s inception in 1988,
the Bank has been blessed with plentiful growth, enabling it to
consistently increase its tithe year after year. To date, the Bank
has surpassed $3,012,000 in total tithe donations.

Alma Baxter, Manager of the Lafayefte Avenue branch in Hawthorne,
ready to assist customers in our converted Victorian home.

Stewardship Financial Corpeoration - 2003 Tithe (In Thousands)

S Na s

Scriptures concerning tithing can befound in Genesis 14:20 &
28:22, and Leviticus 27:30-33.

Atlangic

: IE Sﬁewamshx
qubm:cm

Ridgewood Branch Manager Diane Ingrassia, Jerry Wells of Midland
Park Platform, and Nancy Rickenberg of Administration, working at
the Christian Health Care Center of Wyckoff, NJ Golf Outing.
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WE ARE PLEASED TO HAVE ASSISTED THE FOLLOWING
ORGANIZATIONS WITH OUR 2003 TITHE DISTRIBUTION:

*Africa Inland Mission
*American Christian School
*Baptist Haiti Mission
#Bergen County Habitat
For Humanity
* Bessie Green Community, Inc.
*Bethany Christian Services
#Bethlehem Ministries
#Brookdale Christian School
#Calvary Christian Academy
*Calvin College
*Calvin Theological Seminary
*Cary Christian Center, Inc.
Center for Food Action
*Christian Health Care Center
*#Christian Radio Station WAWZ
*Christian Reformed World
Relief Committee
#Christian Schools International
Foundation Trust Fund
*#Congress of National Black
Churches CNBC/PNJA
*CUMAC-ECHO, [nc.
*Dawn Treader School (ECUMP)
*Eastern Christian
Children’s Retreat
*Eastern Christian School
Association
*Eastern Home Mission Board
*Elim Christian School
Foundation
*Eva’s Village
*Faith Ministries
#Fellowship Homes
#Fig Orchard
*First Choice Women’s
Resource Centers
#Florence Christian Home
Foundation for the Handicapped
*Friendship Ministries
*Gideons International
Lakeland Camp
*Gideons International
Passaic Valley Camp

*Gideons International
Paterson Camp

*Gideons International
Ramapo Camp

*Good Shepherd Mission, Inc.

*Goshen Christian School

*Grace Counseling Ministries, Inc.

Hawthorne Board of Health —
Food Pantry

*Hawthorne Christian Academy

*Hawthorne Ecumenical Social
Service Fund — Food Pantry

#Holland Christian Home

*Hope for New York
Mercy Ministries

*[nternational Networx Mission

*Life Advocates, Inc.

*Little Sisters of the Poor

*Lord’s Day Alliance of NJ

The Love Fund

*The Luke Society

*Madison Avenue Baptist
Church/Academy

*Madison Avenue Crossroads
Community Ministries

*Mary Help of Christians
Academy

#Mid-Atlantic Mercy Ministries

*Midland Park Christian
Book Store

*Mississippi Christian Family
Services, Inc.

*Mustard Seed School

#Netherlands Reformed School

#New City Kids ’

*New Hope Community
Development Center

*New Jersey Family Policy
Council

*North Jersey Home School
Association

*QOperation Double
Harvest School

*Partners for Christian
Development

*Paterson Habitat for Humanity
Pequannock Township

Food Pantry
#Prison Fellowship Ministries —

Angel Tree Program
*RACOM Associates —

Back to God Hour
*Ridgewood YMCA
*Ringwood Christian School
#Ron Hutchcraft Ministries
*St. Anthony’s School
#5t. Luke’s Community

Development Center
#St. Philip’s — Camp Youth

Development Program

& Coffee Pot Ministry
#Siena Village at Wayne
Social Service Association of

Ridgewood & Vicinity
*Sonshine Christian Academy
*Star of Hope Ministries, Inc.
*Strategic Prayer Command
#The Salvation Army —

Paterson Branch”

#Touch The World Ministries
*Trinity Christian School
*United Paterson Development

FBO After School Literacy &

Safe Space Programs
#*Unity Christian Reformed

Church After School Program
*Veritas Christian Academy
*Waldwick Seventh Day

Adventist Schoal
*Wayne Interfaith Network
*Westminster Theological

Seminary
#World for Christ Crusade, Inc.
*Wyckoff Christian Pre-School
#Wyckoff Family YMCA'
*Wyckoff Reformed Church

Food Pantry

* Denotes Christian Charity

ADDITIONALLY, THE BANK HAS PROVIDED SUPPORT
THROUGHOUT 2003 TO THE FOLLOWING CRGANIZATIONS:

American Cancer Society
American Cancer Society
Bergen County
*American Family Association
American Heart Association
American Legion Auxiliary
American Red Cross
Bergen Crossroads
The Arc of Bergen and
Passaic Countics
Bergen County Christmas in April

Bergen County Community
Housing In Pm“\ne\'ship
(CHIP)

Bergen County Mounted Deputy
Sheriff’s Association

Bergen County Special
Olympics Team

Bergen Philharmonic Orchestra

Boys & Girls Club of Hawthorne

Boys & Girls Club of Paterson

Bov Scouts of America
Northern NJ Council

Calvin Coclidge School PTO

Camp Hope of Hackensack
Outreach (New Hope)

*Cathedral Choir

Children’s Aid & Family
Services, Inc,

Chilton Memorial Hospital
Foundation

#Christian Overcomers

Cody’s Foundation

Community Blood Services
Foundation
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“It is with heartfelt thanksgiving to receive
and accept your gift to Unity Church’s
After School Program (ASP).

i Each year we begin to experience difficult
financial pressures towards the end of
December and the beginning of January.
Your gift is an unexpected blessing.

Qur after school program charges ahout 1/3 of
other programs, thereby providing after school
care to 30 children of lower-middle and low-
income families. In addition to the pressure
of this low income, the ASP board decided to
take a step of faith and hire additional staff
i to refocus the program on education and
social skills. Qur hope was to provide a higher
level of excellence in service to our children
and better exemplify a witness to Christ.

With thanks to the taient and dedication of

our staff, we can report that the program is
flourishing with a waiting list of parents who
wish to enroll additional children.

You were not aware at the time you gave, but

know that your gift is an answer to our prayers.

Again, thank you from our hearts.”

“Thank you for your gift and for the good

wishes you expressed in your letter.

The continuing generosity of your organization
helps us in our attempts to assist the handi-
capped as they strive to assume a normal
relationship with the world around them.

Once again, thank you for your

Christian work.”

Aethir i cason

stant Tieasurer




(Continued)

Community Meals, Inc.
Community School Annual Campaign
Co-Operative Nursery School
of Ridgewood
Creative Living Counseling Center
*Crispus Attucks School
Cystic Fibrosis Foundation
Deborah Hospital Foundation
*De Paul Catholic High Schoal
*Don Bosco Prep High School
Emmanuel Cancer Foundation
*The Faith Foundation
Family Counseling Service Auxiliary
Flow Follies
Forum School
Foundation for Free Enterprise
Friends of the Hermitage
Friends of the Louis Bay 2nd Library
Friends of the Midland Park Library
Gift of Life — Rotary Clubs in
District 7490
Hawthorne Athletic Club
Hawthorne Baseball/
Softball Association
Hawthorne Caballeros
Hawthorne Chamber of Commerce
Hawthorne Community Library
Foundation, Inc.
Hawthorne Cubs Football Association
Hawthorne Domestic Violence
Response Team
Hawthorne Education Foundation
Hawthorne High School
Hawthorne High School PTO
Hawthorne High School - SHARE
Hawthorne Hurricanes
*Hawthorne Knights of Columbus
Hawthorne Lions Club
Hawthorne PBA Local #200
Hawthorne Rotary Club
Hawthorne Schools —
Board of Education
Hawthorne Soccer Association
Hawthorne Special Recreation
Hawthorne Thomas Jefferson
School PTO
Hawthorne Volunteer Fire Dept.
Hawthorne Fire Department
Ladies Auxiliary
Haswthorne Washington School PTO
Hawthorne William B, Mawhinney
Memorial Ambulance Corps. )

*Healing The Children Midlantic, Inc.

*Hispanic Multi-Purpose
Service Center

#Holy Cross Nursery Schaol

Hugh O'Brian Youth Leadership
(HOBY)

*Interchurch Softball League

*#Interfaith Shelter & Community
Qutreach ’

Jamboree Scholarship Fund, Inc.

Jerry Speziale Community Outreach
Foundation, Inc.

Kids on Patrol for Safety Foundation

*Kingdom of Might Ministries
*Knights of Columbus
Ramapo Valley Council
Leukemia & Lymphoma Society
Living Equally Among Peers
*#Martin Luther King, Jr. ~
Westside Presbyterian Church
*Mattaniah Choir Committee
Midland Park Ambulance Corps.
Midland Park Baseball Association
Midland Park Chamber of Commerce
Midland Park High School
Midland Park Lions Club
Midland Park/HoHoKus PBA
Midland Park Volunteer Fire Co.
& Auxiliary
Molly Foundation for Juvenile Diabetes
Morris County Boys & Girls Club
*New Bridge Services, Inc.
New Jersey Citizen Action
New Jersey Community
Development Corporation

Pequannock Township Little League
Pequannock Township Public Library
Pequannock Township Yolunteer Fire
Department Engine #1
Pequannock UNICO
Pequannock Valley Rotary
The Phoenix Center
Pompton Falls Fire Department #3
Prospect Park Volunteer Fire Dept.
*Puritan Reformed
Theological Seminary
Ridgesvood Baseball Association, Inc.
Ridgewood Chamber of Commerce
Ridgewood Choral
Ridgewood Downtown
for the Holidays
Ridgewood Education Foundation
Ridgewood Emergency Services
Ridgewood Fire Dept. Association
Ridgewood Fourth of July
Committee, Inc.
Ridgewood Girl Scout Hawes Troop

Catherine Munroe of the Bank Operations Division working on

adjustments and item investigations.

Nesw Jersey Community Loan Fund
Nesw Jersey Landscape
Contractors Association
New Jersey Organization of
Cystic Fibrosis
New Jersey Right to Life
North Jersey Chorus
North Jersey Home School Association
*Northside Community Day Camp
#Our Lady of the Magnificat
Paramus Association for
Competitive Gymnastics
Paramus Girl’s Softball
Passaic County Council on
Alcohol & Drub Abuse
Paterson Acorn
*Paterson Christian Community
Development '
*Paterson YMCA
Pequannock High School
Panther Baseball
*Pequannock Holy Spirit School
Pequannock PB.A. Local #172

Ridgewood High School
Ridgewood High School Band
Association
Ridgewood Lacrosse Association
#Ridgewood Our Lady of
Mount Carmel Youth Ministry
Ridgewood PBA Local #20
Ridgewood Public Library
Ridgewood Rotary Club
Ridgewood SHARE
Ridgewood Singers
Ridgewood Softball
*Ridgewood United Methodist Church
Ridgewood Woman’s Club
*Ridgewood YWCA/YMCA
*St. Joseph's Paterson
Hospital Foundation
#St. Leon Armenian Church
#5t. Philip’s Academy
Shomrei Torah — Wayne Congregation
Sons of the American Legion Post
Special Olympics of New Jersey

Summit Speech School
Tomorrow’s Children’s Fund
Torpedoes Soccer Club
Tri County Chamber of Commerce ~
Wayne
*Tarning Point
Valley Hospital
Waldwick Baseball Association
Waldwick Education Foundation
Waldwick Fire Department
Waldwick High School
Waldwick Julia A. Traphagen
School PTO
Waldwick Lions Club
Waldwick PBA
Waldwick Police Departnent —
K-9 Unit
Waldwick Public Library
Waldwick Volunteer Ambulance Corps.
Wayne Adult Community Center, Inc.
Wayne Albert Payson
Terhune School, PTO
Wayne Boys and Girls Club
Wayne Boy Scout Troop 102
Wayne Community Foundation
Wayne Community Volunteer
Fire Company '
Wayne Counseling and Family Services
Wayne Day; Inc.
Wayne Hills High School
Wayne Jewish Family & Children’s
Service of NJ
Wayne Lafayette School PTO
Wayne Lions Club
Wayne Little League
Wayne Police Athletic League
Wayne PBA Local #136
Wayne Public Library
Wayne Rotary Club Foundation
*Wayne St. Joseph’s Hospital
Foundation
Wayne Schuyler Colfax PTO
Wayne Township Health Department
Wayne Township Memorial
First Aid Squad
Wayne Township Parks and
Recreation Department
Wayne Wildcats
Wayne Valley High School
West Bergen Mental Healthcare, Inc.
William Paterson University
Wyckoff Baseball
Wyckoff Education Foundation
Wickoft Fire Department
Wyckoft-Midland Park Rotary Club

*Wyckoff Reformed Church

Youth Ministry
Wyckoft Volunteer Ambulance Corps.
*YMCA of Yonkers
YM-YWHA of North Jersey
*YWCA of Bergen
Youth Consultation Service
Youth Self Development, Inc.

* Denotes Christian Charity
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Atlantic Stewardship Bank makes it a top priority to treat our customers with respect.

To us, customer service goes far beyond good business; it’s a relationship built on
» g y g ; P

trust. That’s why we strive to know each and every one of our customers by name,
we remember them in our prayers, and we are honored when they take the time

to speak of their appreciation. 1
\‘ “Your gift will be used fo fulfill our miscien
|

. A o, B ) . . ¥
“We are a small, independent pharmacy that’s been in lo manifest the love and compassicr: of

business for 21 years in a relatively small town. Going Jesus Christ by protecting and enhancing

into Atlantic Stewardship Bank makes me feel like they’ve the lives of children and families thio.gh

been here a long time too — it’s a family kind of atmos- quality social services!

phere where everyone knows everyone, and [ like that. We are exiromely grateful far your parkie:

They’ll do whatever it takes to make things work for me ship and commitment to the children ane

and my business. They listen to suggestions. They make families we serve. Thank you for sharing a

themselves available. Atlantic Stewardship runs their portion of the gifts that you've been given

banking business the way I run my pharmacy — large with Bethany, in order to accomplish this

enough to serve vour needs yet small enough to care.”
g } Y g

Tony Taibi For 80 yoars, Bethany Christian Services
Olsson’s Pharmacy, Hawthorne, NJ has been serving children and familics in

the name of Christ. Your support, prayers,

i important mission.

and invelvement will help our ministry for

many years to come.

“Ridgewood Village Ford is located on 2-1/2 acres of property, currently financed
through Atlantic Stewardship Bank. We also have our business account, mortgage ‘ We celebrate what has been achieved
account, payroll account, tax account, and credit line with Atlantic Stewardship. through Bethany's ministry in 2003."

My personal accounts are there, too. I think

they’re the greatest people in the world! I've

had experience with larger banks but none
can match Atlantic Stewardship’s personal
touch. I haven’t met a person at the Bank yet

that hasn’t been very helpful and outgoing; 1
just can’t say enough nice things about them.”

] ho R “Thank you for again supporting Hawthorne
ohn Rozema

Rjdgewood Village Ford, Rid(qewood, NJ

Christian Academy with a generous gift

through Atlantic Stewardship's Tithing
Program.

Your gift will be applied io the extension of

e L : i . ,
Swan Packaging is a mail-order fulfillment and packag- Christian education to the young peoric who

Ing company that emp]oys about 40 people. We came have been entrusted to us. This year we have

out of a very large bank where we felt like a small fish pearly 470 students in our care.

in a very big pond. But since we went with Atlantic

. . . it is our privilege to do business with a banling
Stewardship Bank, we feel like a member of the family. is our privilege to do busin 2k "

. . institution that so conscientiously follcws
All our business accounts are there, as is my personal

) . iblical s in its dealings. May G304
account. They’re excellent people to work with; very Biblical stanclards in its dealings. May 300

continue to honor you as you hoior Him.”

hospitable and philanthropic. They go the extra step.
And now that they’ve opened a new branch on Hamburg
Turnpike, they’re extremely convenient — they’re right

1

across the street

Tim Werkley
Swan Packaging, Wayne, NJ
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New for 2003

Escrow Savings Account - A single major
account with sub accounts, all on one
statement. Very convenient and easy to
manage. Ideal for nursing homes, large
apartment complexes, attorneys, real
estate developers, etc.

Imaged Checking - Provides images of
canceled checks on a single page included
with the monthly statement. A real
solution to the pileup of loose canceled
checks. The check images are acceptable
in a court of law.

Atlantic Stewardship Bank offers a wide
range of products and services for
individuals and businesses:

Home/Office Convenience
Online Banking at www.asbnow.com
Online Payment Partner

Phone Banking — 800-861-4361

Consumer Checking

Century Checking

ETA™ Electronic Transfer Account
Free 55+ Checking

New Jersey Consumer Checking

NOW Account

Personal Checking

Student Advantage
I\dasterl\/loneyTM Debit Card

Business Checkin
Commercial Checking
Business Advantage
Municipal Checking
MasterMoneyrM Debit Card

Money Market®
Atlantic Money Market Account®

Premium Growth Account (PGA)*

Savings*

Certificates of Deposit*
Holiday/Christmas Clubs

[RAs — Individual Retirement Accounts
Power Certificates of Deposit*
Statement Savings¥*

Kid’s Statement Savings

Escrow Savings

Loans*

Commercial Financing
Home Equity Lines of Credit
Installment Loans*
Mortgages™

The Bank was pleased to provide funding for the new worship and classroom building of the
Cornerstone Christian Church, Wyckoff, NJ. From left to right: John Kish, Ken Kruis, Pastor
Fred Provencher, Gordon Stanley, David Becker. From the Bank: Paul Van Ostenbridge,

Raymond Santhouse, Dave Van Lenten.

Jennifer Batelli, Manager of the Goffle
Road Branch, donating a trombone to
the Hawthorne High School Marching
Band Director.

Ready Reserve Credit
Student Loans
Credit Cards — VISA® and MasterCard®

Other Services:
Certified Checks

Direct Deposit — Payroll, Social Security

Discount Brokerage®**

Drive-Up Banking (at certain branches)

Foreign Currency

Gift Checks

Interpreter Services

Merchant Services — Visa, MasterCard,
Point-of-Sale

Money Orders

Night Deposit

Notary Services

Official Checks

Safe Deposit Boxes**
(at certain branches)

Signature Guarantee

Travelers Checks®#*

Treasury Tax & Loan

* Personal and Business Accounts available

#% Not FDIC insured

o we
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“Every year has special challenges, but it also

has special blessings.

Already, the ministry of Florence Christian
Home experiences God's blessings as it is
the recipient of a denation from your bank’s
Tithing Program.,

We thank you for your remembrance of
our labor of love by presenting us with

your check.

Be assured, the Lord will bless your gift.

All gifts received are used to advance FCH's
ministry to girls, as they are counseled and
their needs are provided, both spiritually
and physically.

We pray the Lord blesses all of you in

your service to Him and also as you serve
mankind in their financial needs. May God
give us all fresh encouragement to be what

He wants us to be.”

Nedl Harlog

SR
ranLarey

Figrence Lbrigtian Home

diayne B

v

‘Thank you very much for your generous
contribution for our ministry here in Newark.
at the North Refermed Church. We feed many
hungry families and also senior citizens each
manth. Qur Bible studies during the week for
the unemployed include a lunch for those

who have little income.”

3. oy R v :
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PORATION

SHAREHOLDER VALUE - ORIGINAL INVESTOR

It is a pleasure to provide a history of Stewardship Financial
Corporation’s increasing shareholder value. The graph below
provides the growth statistics.

Prior to the establishment of the Stewardship Financial
Corporation holding company, the stock was originally
issued in the name of Atlantic Stewardship Bank. The initial
offering required a minimum purchase of 200 shares at a price
of $10.00 per share.

The Corporation declared its first cash dividends in 1990
and cash dividends have since been paid annually. To assist
interested shareholders in purchasing additional shares

$35,000
30,000
25,000
20,000
15,000

10,000 |

5,000

of stock, the Board of Directors introduced a Dividend
Reinvestment Plan in 1994. The graph assumes that share-
holders have taken advantage of the Dividend Reinvestment
Plan. Adjustments have also been made for stock splits and
stock dividends. The value at each year end is the number
of shares multiplied by market price.

The original investments of 200 shares has grown to
1,394.2 shares at the end of 2003, and based on year-end
market price, the original $2,000 investment has grown to
$31,370. This equates to an annual growth rate of 16.5%.

CORPORATE ATTORNEYS

Stewardship Financial Corporation
McCarter & English, LLP
Attorneys at Law

4 Gateway Center

Newark, NJ 07102
973-622-4444

Atlantic Stewardship Bank
Hanse & Hanse

2035 E. Hamburg Turnpike
Wayne, NJ 07470
973-831-8700

Highlander Capital Group, Inc.
119 Littleton Road

Parsippany, NJ 07054
973-402-2700

McConnel, Budd & Romano
365 South Street
Morristown, NJ 07960
800-538-6957

STEWARDSHIP FINANCIAL CORPORATION STOCK

We are pleased to advise the following brokers make a market in Stewardship
Financial Corporation stock:

Monroe Securities, Inc.
47 State Street
Rochester, NY 14614
800-766-5560

Ryan Beck & Company
220 South Orange Avenue
Livingston, NJ 07039
800-342-2325

and

222 Lakeview Avenue, 7th Floor
West Palm Beach, FL. 33401
800-793-7226
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STEWARDSHEP FINANCIAL CORPORATION AND SUBSIDIARY
CONSOLIDATED FINANCIAL SUMMARY OF SELECTED FINANCIAL DATA

December 31,
2603 2002 2001 2600 1999

(Dollars in thousands, except per share amounts)

Earnings Summary:

Netinterestincome ... ...........c..... ..., $14,324 $12.507 $10.866 $10,349 $8,881
Provision forloantosses. ... .................. (425) T (160) (420) 410) (340)
Net interest income after

provision forfoanlosses ............ ... ... . 13.899 12,347 10,446 9,939 8,541
Noninterestincome. .. ............... ... ... . 2,894 2,250 1,695 1,279 1,091
Noninterest expense. . ............ e 11,394 9,847 8,279 7,558 6,679
Income before income tax expense .. ......., 5,399 4,750 3,862 3,660 2,953
Income taxexpense. ............. . oo 1,908 1,634 1,304 1,240 972
Netincome ... .......... ..o $3,491 $3,116 $2.558 $2,420 $1,081

Commeon Share Data: (1)

Basicnetincome .......... . ... .. o $1.11 $1.01 $0.85 $0.81 S0.69
Diuted netincome. ................ ..o, 1.0 1.00 0.84 0.81 0.68
Cash dividends declared. ... .............. ... 0.26 0.22 0.18 015 0.13
Book value atyearend . ............ ... . ... 8.58 7.66 6.80 6.07 5,24
Average shares oufstanding ... .. ...... ... ... 3,140 3,077 3,020 2,974 2,878
Shares outstanding atyearend . ............. 3,165 3111 3.025 3,002 2,917
Dividend payoutratio. ...................... - 28.37% 21.41% 21.81% 18.84% 18.53%

Selected Consolidated Ratios:

Retfurn onaverage assetfs . ........ ..o 0.97% 1.03% 1.01% 1.11% 1.03%
Return on average stockholders' equity ... . ... 13.68% 14.01% 13.09% 14.52% 13.77%
Average stockholders' equity as : :

a percentage of average total assetfs. .. . .. 7.12% 7.36% 7.74% 7.67% 7.49%
Tier-l capitalleverage (2). .. .. ... oo oo 8.89% 7.02% 7.45% 7.87% 7.52%
Tier-l risk based capital (3) . ... ... e 12.93% 10.53% 10.65% 11.01% 11.16%
Totalrisk based capital (3). .. ... ... ... 14.03% 11.74% 11.90% 12.26% 12.41%
Allowance for loan loss total to total loans . . . .. 1.10% 1.24% 1.40% 1.30% 1.30%
Nonperforming loans to fotalloans ... .. .. ..., 0.42% 0.62% 0.52% 0.45% 0.02%

Selected Year-end Balances:

Totalassets. ... .o i $401,768 $331,087  $278,523 $231,159 $203,072
Total loans, net of allowance

forloanloss ... 258,776 213,579 182,930 169,052 142,196
Total deposits. ................ [ 341,538 302,735 255,684 210,135 . 185,167
Stockholders'equity .. ... .o L 27,149 23,817 20,553 18,208 15,286

(1) All share and per share amounts have been restated to reflect a 5% stock dividend paid November 2000, 2001, 2002 and 2003 and a 3 for 2
stock split that occurred in July 2003.

(2) As a percentage of average quarterly assets.

(3) As a percentage of total risk-weighted assets.
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Management’s Discussion and Analysis of Financial Condition
and Results of Operations

This section provides an analysis of the Stewardship Financial Corporation’s (the “Corporation”) consolidated financial condi-
tion and results of operations for the years ended December 31, 2003, 2002 and 2001. The analysis should be read in conjunc-
tion with the related audited consolidated financial statements and the accompanying notes presented elsewhere herein.

This annual report contains certain “forward looking statements’ within the meaning of the Private Securities Litigation Reform
Act of 1995, and may be identified by the use of such words as “believe,” “expect,” “anticipate,” “should,” “plan,” “estimate,” and
“potential.” Examples of forward looking statements include, but are not limited to, estimates with respect to the financial condi-
tion, resulits of operations and business of the Corporation that are subject to various factors which could cause actual results to
differ materially from these estimates. These factors include: changes in general, economic and market conditions, legisiative and
regulatory conditions, or the development of an interest rate environment that adversely affects the Corporation’s interest rate
spread or other income anticipated from operations and investments. As used in this annual report, “we” and “us” and “our” refer
to Stewardship Financial Corporation and its consolidated subsidiary, Atlantic Stewardship Bank, depending on the context.

26 LETS

Introduction

The Corporation, organized in January 1995, as a business corporation under the laws of the State of New Jersey, was established
by the Board of Directors of Atlantic Stewardship Bank (the “Bank™) to become a holding company for the Bank. The share-
holders of the Bank approved the holding company formation at the annual meeting in 1996. After obtaining approval and sub-
mitting appropriate applications, the Corporation, on November 22, 1996, acquired all of the shares of the Rank in exchange for
its own shares, on a share per share basis. The Bank, and its subsidiary, Stewardship Investment Corp., is now the wholly-owned
subsidiary of the Corporation. The Corporation also formed a second subsidiary in 2003, Stewardship Statutory Trust T (the
“Trust”). The Trust was formed to issue Trust Preferred Securities to enhance the capital position of the Corporation.

The Corporation conducts a general commercial and retail banking business encompassing a wide range of traditional deposit
and lending functions along with the other customary banking services. Stewardship Investment Corporation is a wholly-owned
nonbank subsidiary of Atlantic Stewardship Bank, whose primary business is to own and manage the Bank’s investment portfo-
lio. The Corporation earns income and generates cash primarily through the deposit gathering activities of the branch network
These deposits are then utilized to fund the Corporation’s lending and investing activities.

The Corporation is affected by the overall economic conditions in northern New Jersey, interest rate and yield curve environment,
and the national economy. These factors are relevant because they will affect the Corporation’s ability to attract specific deposit
products, invest in Joan and investment products, and earn acceptable profits without incurring increased risks.

When evaluating the financial condition and operating performance of the organization, management reviews historical trends
and peer comparisons of the growth of the organization, asset and deposit concentrations, interest margin analysis, adequacy of
loan loss reserve and loan quality performance, adequacy of capital under current positions as well as to support future expansion,
adequacy of liquidity, and overall quality of earnings performance.

The Corporation has developed a strong deposit base with good franchise value. Our challenges are to continue to grow the
deposit base of existing branches, explore new branch opportunities, provide adequate technological enhancements to achieve
efficiencies and deliver strong products, and provide the highest level of customer service.

The Corporation implemented a strategy to raise capital during 2003 to support the future growth of the organization. In
September 2003, the Corporation formed a new subsidiary, Stewardship Statutory Trust 1 (the “Trust”). The Trust, a statutory
business trust, issued $7.0 million Fixed/Floating Rate Capital Securities (“Capital Securities”) due September 17, 2033. The pro-
ceeds from this issuance were used to purchase from the Corporation, $7.0 million of Fixed/Floating Rate Junior Subordinated
Deferrable Interest Debentures (“Debentures”) also maturing September 17, 2033. The Capital Securities and the Debentures
both bear a fixed interest rate of 6.75% until September 17, 2008 and thereafter shall float quarterly at a rate of 3-Month LIBOR
plus 2.95%. Both the Capital Securities and the Debentures are redeemable quarterly beginning September 17, 2008.

The proceeds from the Debentures were use to provide a capital infusion into the Bank and to purchase investment securities.
The Corporation purchased 1.5 million shares of common stock of the Bank at $20.00 per share. In December 2003, the
Corporation entered into a $20.0 million leveraging strategy to help cover the cost of raising capital. The leveraging strategy con-
sisted of $20.0 million in Federal Home Loan Bank (“FHLB”) borrowings, the proceeds of which were utilized to purchase
agency and mortgage-backed securities. '
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Critical Accounting Policies And Estimates

“Management’s Discussion and Analysis of Financial Condition and Results of Operation,” is based upon the Corporation’s con-
solidated financial statements, which have been prepared in accordance with accounting principles generally accepted in the
United States of America. The preparation of these financial statements requires the Corporation to make estimates and judg-
ments that affect the reported amounts of assets, liabilities, revenues and expenses. Note 1 to the Corporation’s Audited
Consolidated Financial Statements for the year ended December 31, 2003 contains a summary of the Corporation’s significant
accounting policies. Management believes the Corporation’s policy with respect to the methodology for the determination of the
allowance for loan losses involves a higher degree of complexity and requires management to make difficult and subjective judg-
ments, which often require assumptions or estimates about highly uncertain matters. Changes in these judgments, assumptions
or estimates could materially impact results of operations. This critical policy and its application are periodically reviewed with
the Audit Committee and the Board of Directors.

The allowance for loan losses is based upon management’s evaluation of the adequacy of the allowance, including an assessment
of known and inherent risks in the portfolio, giving consideration to the size and composition of the loan portfolio, actual loan
loss experience, level of delinquencies, detailed analysis of individual loans for which full collectibility may not be assured, the
existence and estimated net realizable value of any underlying collateral and guarantees securing the loans, and current economic
and market conditions. Although management uses the best information available, the level of the allowance for loan losses
remains an estimate, which is subject to significant judgment and short-term change. Various regulatory agencies, as an integral
part of their examination process, periodically review the Corporation’s allowance for loan losses. Such agencies may require the
Corporation to make additional provisions for loan losses based upon information available to them at the time of their exami-
nation. Furthermore, the majority of the Corporation’s loans are secured by real estate in the State of New Jersey. Accordingly,
the collectibility of a substantial portion of the carrying value of the Corporation’s loan portfolio is susceptible to changes in local
market conditious and may be adversely affected should real estate values decline or the northern New Jersey area experience an
adverse economic shock. Future adjustments to the allowance for loan losses may be necessary due to economic, operating, reg-
ulatory and other conditions beyond the Corporation’s control.

Earnings Summary

The Corporation reported net income of $3.5 million, or $1.10 diluted earnings per share, for the year ended December 31, 2003,
an increase of $375,000, or 12.0%, above the $3.1 million recorded for 2002. Earnings for 2002 had increased $558,000, or
21.8%, over the 2001 earnings of $2.6 million. Earnings have increased in both years as a result of increases in net interest income
and noninterest income offset by increases in noninterest expense.

Although interest rates continued to decline in 2003, the Corporation’s net interest income increased $1.8 million, contributing to
the increased earnings per share. An increase in the average loan and investment volume helped to offset the decline in interest rates.

The return on average assets decreased in 2003 to 0.97% from 1.03% in 2002. The return on average equity decreased to 13.68%
in 2003 from 14.01% in 2002. These decreases were due to the pressure on net interest margin and the increase in the provision
for loan loss.

Results of Operations

Net Interest Income

The Corporation’s principal source of revenue is the net interest income derived from the Bank, which represents the difference
between the interest earned on assets and interest paid on funds acquired to support those assets. Net interest income is affected
by the balances and mix of interest-earning assets and interest-bearing liabilities, changes in their corresponding yields and costs,
and by the volume of interest-earning assets funded by noninterest-bearing deposits. The Corporation’s principal interest-earn-
ing assets are loans made to businesses and individuals, investment securities, and federal funds sold.

In 2003, net interest income, on a tax equivalent basis, increased to $14.6 million from $12.8 million in 2002, an increase of $1.8
million, or 14.2%. This was caused by an increase of $14.0 million, or 20.9%, in net average interest-earning assets (average
interest-earning assets less average interest-bearing liabilities).

Interest income, on a tax equivalent basis, increased $1.1 million, or 6.3%, during 2003 to $19.2 million from $18.1 million
earned during 2002. The increase was due to an increase in the average volume of interest-earning assets partially offset by a
decrease in yields on interest-earning assets. Average interest-earning assets increased $54.1 million in 2003, or 18.9%, over the
2002 amount with average loans attributing to $43.8 million of the increase due primarily to the Corporation’s increased com-
petitiveness within the marketplace and the attractive level of interest rates.
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Interest expense decreased $680,000, or 12.9%, during 2003 to $4.6 million. The decrease was due to a declining rate environ-
ment partially offset by an increase in average interest-bearing liabilities of $40.0 million, or 18.3%, to $258.3 million during
2003. Yields on interest-bearing liabilities decreased to 1.78% during 2003 from 2.41% during 2002. Despite customer move-
ments to interest bearing deposits, average noninterest-bearing demand deposits increased $12.9 million, or 21.6%, to $72.7 mil-
lion during 2003.

~In 2002, net interest income, on a tax equivalent basis, increased to $12.8 million from $11.1 million in 2001, an increase of $1.7
million, or 15.4%. Interest income, on a tax equivalent basis, increased $252,000, or 1.4%, during 2002 to $18.1 million from
$17.8 million earned in 2001. The increase was due to an increase in the average volume of interest-earning assets offset by a
decrease in yields on interest-earning assets. Average interest-earning assets increased $47.3 million in 2002, or 19.9%, over the
2001 amount. Interest expense decreased $1.5 million or 21.7%, during 2002. The decredse was due to the decline in interest
rates from 3.72% in 2001 to 2.41% in 2002, partially offset by an increase in average interest-bearing liabilities. Average nonin-
terest-bearing demand deposits increased $9.1 million, or 17.9%, to $59.8 million during 2002.

The following table reflects the components of the Corporation’s net interest income for the years ended December 31, 2003,
2002 and 2001 including, (1) average assets, liabilities, and stockholders’ equity, (2) interest income earned on interest-earning
assets and interest expense paid on interest-bearing liabilities, (3) average yields earned on interest-earning assets and average
rates paid on interest-bearing liabilities, and (4) net yield on interest-earning assets. Nontaxable income from investment securi-
ties is presented on a tax-equivalent basis assuming a statutory tax rate of 34% and compliance with Section 291 of the Internal
Revenue Code for 2003, 2002 and 2001. This was accomplished by adjusting this income upward to make it equivalent to the
level of taxable income required to earn the same amount after taxes.




2003 2002 2001

Average Average Average

Interest Rates Interest Rates Interest Rates

Average Income/ Earned/ Average Income/ Earned/ Average  Income/ Earmed/
Balance = Expense Paid Balance [Expense Paid Balance [Expense Paid

(Dollars in thousands)

Assets
Interest-earning assefts:
toans (..o $242,530 $16,091  6.63% $198,737 $14,673 7.38% $180,926 $14,836 8.20%
Taxable investment securities (1). .. 59,097 1,929 3.26 41,026 1,970 4.80 26,328 1,616 6.14
Tax-exempt investment

securities (1) (@) ..... .. e 20,385 1,051 516 19,766 1,075 544 - 16,007 Q04 5.65
Other interest-earning assets, ... .. 17,680 168 095 26,106 380 1.46 15,036 490 326
Total interest-earning assets. ... ... 339,692 19,239 5.46 285,635 18,098 6.34 238,297 17,846 7.49
Non-interest-earning assefts:
Allowance for loan losses. . ... . ... (2.839) (2,663) (2,423)
Otherassets. ................... 21,816 ‘ 19,424 16,572
Totalassets. .. ........ ......... $358,669 $302,396 $252,446

Liabilities and Stockholders’ Equity

Interest-bearing liabilities:
interest-bearing

demand deposits ....... ... e $115383 $ 1,058 0.92% § 98,503 $ 1.314 1.33% § 79965 § 2,038 2.55%
Savings deposits . ... a41,767 325 078 31,486 336 1.07 22,704 319 1.4
Timedeposits. .................. 94,047 2975 316 87,296 3592 4.1 77,180 4,323 5.60
Repurchase agreements .. ... ... 3,998 - 57 143 1,030 29 282 1,107 49 4.43
FHLB borrowings. ... ............. 1,041 35 336 — — — — o —
Subordinated debenture . .. ... ... 2,097 141 672 — — — — — —
Total interest-bearing

liabilities . ....... ... ... ... ... 258,333 4,591 1.78 218,315 5271 2.4 180,956 6,729 3.72

Non-interest-bearing liabilifies: :
Demand deposits . .............. 72,687 . 59,784 50,702
Other liabilities. . ......... AP 2,126 2,047 1,256
Stockholders’ equity ............. 25,523 22,250 19,632
Total liabilities and :

stockholders' equity ......... .. $3568,669 $302,396 $§252,446

Net interest income

(taxable equivalent basis) . . . . .. 14,648 - 12,827 11,117
Tax equivalent adjustment. . ... ... (324) 320) (251)
Net interest income ........ ..... 514,324 $12,507 $10,866

Net interest spread .
(taxable equivalent basis) . .. ... 3.88% 3.93% 3.77%

Net yield on interest-earning assets .
(taxable equivalent basis) (3) . .. 4.31% ) 449 % 4.67 %

(1) For purpose of these calculations, nonaccruing loans are included in the average balance. Fees are included in loan interest. Loans and
total interest-earning assets are net of unearned income. Securities are included at amortized cost.

(2) The tax equivalent adjustments are based on a marginal tax rate of 34% and the provisions of Section 291 of the Internal Revenue Code.

(3) Net interest income (taxable equivalent basis) divided by average interest-earning assets.




The following table analyzes net interest income in terms of changes in the volume of interest-earning assets and interest-bear-
ing liabilities and changes in yields earned and rates paid ofi such assets and liabilities on a tax equivalent basis. The table reflects
the extent to which changes in the Corporation’s interest income and interest expense are attributable to changes in volume
(changes in volume multiplied by prior year rate) and changes in rate (changes in rate multiplied by prior year volume). Changes
attributable to the combined impact of volume and rate have been allocated proportionately to changes due to volume and
changes due to rate.

2003 Versus 2002 2002 Versus 2001
(In thousands)
Increase (Decrease) Increase (Decrease)
Due te Change in Due to Change in
Volume Rate Net Volume Rate Net
Interest income:
LOaNS. 83,009 $(1,591) $1.418 $2050 § (632) $ 1,418
Toxable investment securifies. . .............. 707 (748) “4n 75 93) 8
Tax-exempt investment securities ... ..... .. .. 33 &7 24 10 24) 77
Other interest-earmning assets . .. ........... .. (102 (110) (212) 246 (382) (136)
Total inferest-earning assetfs . ... ........... 3,647 (2,506) 1,141 2,472 (1,13H 1,341
Interest expense:

Interest-bearing demand deposits .. .. ....... $200 $(456) §(256) $268 $(460) $(192)
Savings deposits. . . ... e Q3 (104) an 20 29 )
Tmedeposits . ... ..o oo 262 (879 617 913 114 1,027
Repurchase agreements ... ................ 48 (20) 28 an (10) @n
FHLB borrowings. ... . ... oot 35 — 35 — — —
Subordinated debenture ... ... .. oL 141 — 141 — — —
Total interest-bearing liabilities. . ......... .. 779 (1.459) (680) 1,190 (385) 805
Net change in net interest income. . ....... .. $2,868 5(1,047) $1,821 $1,282 $(746) $536

Provision for Loan Losses

The Corporation maintains an allowance for loan losses considered by management to be adequate to cover the inherent risk of
loss associated with its loan portfolio. On an ongoing basis, management analyzes the adequacy of this allowance by consider-
ing the nature and volume of the Corporation’s loan activity, financial condition of the borrower, fair market value of underlying
collateral, and changes in general market conditions. Additions to the allowance for loan losses are charged to operations in the
appropriate period. Actual loan losses, net of recoveries, serve to reduce the allowance. The appropriate level of the allowance
for loan losses is based on estimates, and ultimate losses may vary from current estimates.

The loan loss provision totaled $425,000 in 2003 representing a 165.6% increase from the 2002 provision of $160,000. This
increase was due to the strong growth in the loan portfolio in 2003. The 2002 provision decreased 61.9% from the 2001 provi-
sion of $420,000.

Noninterest Income

Noninterest income consists of all income other than interest income and is principally derived from service charges on deposits,
gains on sales of mortgage loans, fees on safe deposit boxes, credit card merchant income and income derived from debit cards
and ATM usage.

Noninterest income increased $644,000, or 28.6%, to $2.9 million during the year ended December 31, 2003, when compared
with $2.3 million during the 2002 period. The increase in noninterest income resulted primarily from an increase in fees and serv-
ice charges on deposit accounts of $317,000 to $2.1 million for the year ended December 31, 2003 due to an increase in the
deposit base and income derived from merchant card processing. Gain on sales of mortgage loans increased $203,000 to -
$451.,000 for 2003 due to an increase in the volume of loans originated for sale brought about by the high refinancing activity
associated with the low mortgage interest rate environment. Also contributing to the strong increase in noninterest income was
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the gain on sales of securities of $49,000 and a gain on the sale of a real estate property of $54,000. This property had been pur-
chased in 2001 for a potential branch site. During 2002, the Corporation made the decision to locate the branch in an alternative
location and sell the property. The sale was consummated during the first quarter of 2003,

Noninterest income increased by $555,000, or 32.7%, to $2.3 million during the year ended December 31, 2002, when compared
with $1.7 million during the 2001 period. The increase resulted primarily from an increase in fees and service charges and a vol-
ume related increase in gain on sales of mortgage loans.

Nomninterest Expense

Although management is committed to containing noninterest expense, the continued growth of the Corporation has caused non-
interest expense to increase by $1.5 million, or 15.7%, to $11.4 million for the year ended December 31, 2003, compared to $9.8
million for the same period in 2002. Salaries and employee benefits, the major component of noninterest expense, increased
$727,000, or 15.6%. The increase was due primarily to additions to staff for the lending, branch administration and deposit oper-
ations departments, staffing for the new branch office opened in November 2003 in Wayne, New Jersey and general merit and
salary increases. Occupancy and equipment increased $141,000, or 10.9%, primarily due to the increase in our branch facilities.
Data processing expense increased $236,000, or 34.6%, due to the increase in our deposit base, the conversion to a check imag-
ing platform, the outsourcing of our statement rendering function and the enhancements to our online banking product. Although
management believes that data processing expense will continue to increase, the check imaging conversion will allow the
Corporation to more efficiently provide research and customer service to our customer base. Miscellaneous expenses increased
$345.000, or 15.7%, due to increased activity in credit card merchant processing and overall support of the general growth of the
Corporation.

In accordance with its By-laws to tithe 10% of its pre-tax profits to various charities, the Corporation had charitable contribu-
tions totaling $512,000 for the year ended December 31, 2003, an increase of $87,000, or 20.4%, over the same period in 2002.

Noninterest expense increased $1.6 million, or 18.9%, to $9.8 million for the year ended December 31, 2002, compared to $8.3
million for the same period in 2001. Increases in salaries and employee benefits were primarily a result of new personnel hires
in lending, deposit operations, and branches. Data processing expense increased due to the upgrading of our online banking and
billpay product and servicing a new consumer debit card product.

Income Taxes

Income tax expense totaled $1.9 million for the year ended December 31, 2003, for an effective tax rate of 35.3%, compared to
an effective tax rate of 34.4% for the year ended December 31, 2002. The increase in the effective tax rate can be attributed to
less income being generated through the investment subsidiary. Income tax expense totaled $1.3 million for the year ended
December 31, 2001, for an effective tax rate of 33.8%.

Financial Condition

Total assets at December 31, 2003 were $401.8 million, an increase of $70.7 million, or 21.3%, over the $331.1 million at
December 31, 2002. This increase in assets reflects, among other things, a $45.2 million increase in net loans held for portfolio
and an increase of $48.5 million in securities available for sale, partially offset by a decrease in cash and cash equivalents of
$14.3 million and in securities held to maturity of $8.5 million. Despite principal repayments and refinancings, the Corporation
showed strong growth in loan generation. The leveraging transaction, entered into in December, accounted for $20.0 million in
new investment purchases in securities available for sale. During the second half of the year, management redeployed Federal
funds sold and other interest earning assets into the securities available for sale portfolio in order to improve earnings on these
funds.

Loan Portfolio

The Corporation’s loan portfolio at December 31, 2003, net of allowance for loan losses, totaled $258.8 million, an increase of
$45.2 million, or 21.2%, over the $213.6 million at December 31, 2002. Commercial real estate mortgage loans consisting of
$109.7 million, or 41.9% of the total portfolio, comprised the largest portion of the loan portfolio. This represented an increase
of $21.1 million, or 23.8%, from $88.6 million at December 31, 2002. Commercial loans increased $10.7 million and residential
mortgages increased $5.1 million. The residential real estate market in northern New Jersey was strong due to the declining rate
environment and the Corporation continued its policy of selling the majority of its fixed rate residential real estate loans in the
secondary market.




The Corporation’s lending activities are concentrated in loans secured by real estate located in northern New Jersey and there-
fore collectibility of the loan portfolio is susceptible to changes in real estate market conditions in the northern New Jersey mar-
ket. The Corporation has not made loans to borrowers outside the United States.

At December 31, 2003, there were no concentrations of loans exceeding 10% of total loans outstanding. Loan concentrations are
considered to exist when there are amounts loaned to a multiple number of borrowers engaged in similar activities which would
cause them to be similarly impacted by economic or other related conditions.

The following table sets forth the classification of the Corporation’s loans by major category at the end of the last five years:

December 31,

2003 2002 2001 2000 1999
(in thousands)

Real estate mortgage:

Residential. ....... ... ... . . $§ 44,835 $ 39,705 S 36,394 S 34,652 S 31,716
Commercial .. ..o 109,708 88,593 72,262 64,473 53,609
Commercial loans . e 48,950 38,228 32,871 30,326 21,838

- Consumer loans:

instaliment (1), . ... . 41,067 37,293 35,961 35,011 32,110
Homeequity. ...........co i 17,181 12,471 7.944 6,699 4,742
Other ... e e 238 241 243 234 175
Total loaNS . . o 261,979 216,531 185,675 171,395 144,190
Less: Allowance for loaniosses. ... ..o ‘ 2,888 2,689 2,602 2,223 1,874
Deferredloanfees ........... ... ... ..... 315 263 143 120 120
NetloaNs. ..o $258,776 $213,679  $182,930 $169.,052 $142,196

(1) Includes automobile, home improvement, second mortgages and unsecured loans.

The following table sets forth certain categories of gross loans as of December 31, 2003 by contractual maturity. Borrowers may
have the right to prepay obligations with or without prepayment penalties. This might cause actual maturities to differ from the
contractual maturities summarized below. ’ '

After 1 Year
 Within But Within After
1 Year 5 Years 5 Years Total

(In thousands) -

Reclestatemortgage .......... .. o oo $14,984 $21,123 $118,436 $154,543
COMMErCIal .. .o 22,446 24,207 2,297 48,950
CONSUMET oottt 2,458 11,762 44,266 58,486
Total Gross loans .. ..o $39.888 $57,092 $164,999 $261,979

The following table sets forth the dollar amount of all gross loans due one year or more after December 31, 2003, which have
predetermined interest rates or floating or adjustable interest rates:

Fleating or

Predetermined Adjustable
Rates Rates Total

(In thousands)

Redl estate Mortgage. . . ..o § 71,473 $ 68,086 $139,559
CommercCial . ... 13,212 13,292 26,504
CONSUMIET o vt e 35,307 20,721 56,028

$119,992 $102,099 §222,001
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Asset Quality

The Corporation’s principal earning asset is its loan portfolio. Inherent in the lending function is the risk of deterioration in a bor-
rower’s ability to repay loans under existing loan agreements. Management realizes that because of this risk, reserves are main-
tained to absorb potential loan losses. In determining the adequacy of the allowance for loan losses, management of the
Corporation considers the risks inherent in its loan portfolio and changes in the nature and volume of its loan activities, along
with general economic and real estate market conditions. Although management attempts to establish a reserve sufficient to off-
set potential losses in the portfolio, changes in economic conditions, regulatory policies and borrower’s performance could
require future changes to the allowance.

The Corporation utilizes a two tier approach by (1) identifying problem loans and allocating specific loss allowances on such loans
and (2) establishing a general valuation allowance on the remainder of its loan portfolio. The Corporation maintains a loan review
system that allows for a periodic review of its loan portfolio and the early identification of potential problem loans. Such a system
takes into consideration, among other things, delinquency status, size of loans, type of collateral and financial condition of the bor-
rowers. Allocations of specific loan loss allowances are established for identified loans based on a review of such information
and/or appraisals of underlying collateral. General loan loss allowances are based upon a combination of factors including, but not
limited to, actual loss experience, composition of loan portfolio, current economic conditions and management’s judgment.

The Corporation’s accounting policies are set forth in Note 1 to the andited financial statements. The application of certain of
these policies require significant management judgment and the utilization of estimates. Actual results could differ from these
judgments and estimates resulting in a significant impact on the financial statements. A critical accounting policy for the
Corporation is the policy utilized in determining the adeguacy of the allowance for loan losses. Although management uses the
best information available, the level of the allowance for loan losses remains an estimate which is subject to significant judgment
and short-term change. Various regulatory agencies, as an integral part of their examination process, periodically review the
Corporation’s allowance for loan losses. Such agencies may require the Corporation to make additional provisions for loan loss-
es based upon information available to them at the time of their examination. Furthermore, the majority of the Corporation’s loans
are secured by real estate in the State of New Jersey. Accordingly, the collectibility of a substantial portion of the carrying value
of the Corporation’s loan portfolio is susceptible to changes in the local market conditions and may be adversely affected should
real estate values decline or the northern New Jersey area experience an adverse economic shock. Future adjustments to the
allowance may be necessary due to economic, operating, regulatory, and other conditions beyond the Corporation’s control. The
allowance for loan losses represents 1.1% of total loans, or 2.6 times non-performing loans at December 31, 2003, compared with
1.2% of total loans or 2.0 times non-performing loans at December 31, 2002. In management’s opinion, the allowance for loan
losses totaling $2.9 million is adequate to cover losses inherent in the portfolio at December 31, 2003.

Nonperforming Assets

Nonperforming assets include nonaccrual loans, restructured loans, loans past due 90 days or more and accruing, and other real
estate owned. The Corporation’s loans are generally placed in a nonaccrual status when they become past due in excess of 90
days as to payment of principal and interest. Interest previously accrued on these loans and not yet paid is charged against income
during the current period. Interest earned theredfter is only included in income to the extent that it is received in cash. Loans past
due 90 days or more and accruing represent those loans which are sufticiently collateralized and management believes all inter-
est and principal owed will be collected. Restructured loans are loans that have been renegotiated to permit a borrower, who has
incurred adverse financial circumstances, to continue to perform. Management can reduce the contractual interest rates to below
market rates or make significant concessions to the terms of the loan in order for the borrower to continue to make payments.




The following table sets forth certain information regarding the Corporation’s nonperforming loans as of December 31 of each
of the preceding tive years:

December 31,

2003 2002 2001 2000 1999
(Dollars in thousands)

Nonaccrucl loans: (1)

Commercialrealestate ............c....o..., $ 83 $ 80 $ 77 $ — $ —
Commercial .. ..o 163 326 — 728 —
CONSUMET i e 11 89 86 — —
Totalnonaccrualloans .. ... ... 257 495 163 728 —
Loans past due ninety days or more and accruing: (2)
Commercial ......... .. 314 — 14 18 —
CONSUMET - o o) 4 8 — —
Total loans past due ninety days or more and
ACCIUING « v v e e 320 4 22 18 —
Restructured ioans:
Commercial ... .. oo e 269 48] 357 19 25
CONSUMT oot e e : 244 397 430 — —
Totalrestructured loans. .......... ... .t 513 848 787 19 25
Total nonperforming 1oans ... ..ot $1,000 $1,347 § 972 $ 765 $25
Nonaccrual loans to fotal grossloans. . ....... . .. 0.10% 0.23% 0.09% 0.42% 0.00%
Nonperforming loans to total gross loans. ... ... .. 0.42% 0.62% 0.52% 0.45% 0.02%
Nonperforming loarns to total assets ........ ... .. 0.27% 0.41% 0.35% 0.33% 0.01%
Allowance for loan losses o nonperforming ioans . 264.95% 199.63% 267.70% 290.59%  7.,493.62%

(1) Restructured loans classified as nonaccrual for the years ended December 31, 2003 and 2002 were $174,000 and $329,000, respectively.

(2) There were approximately $150,000 restructured loans classified as loans past due ninety days or more and accruing at December 31,
2003. Restructured loans classified as loans past due ninety days or more and accruing at December 31, 2001 totaled $14,000.

There were no loans, other than those included in the above table, where the Corporation was aware of any credit conditions of
any borrowers that would indicate a strong possibility of the borrowers not complying with the present terms and conditions of
repayment and which may result in such loans being included as nonaccrual, past due or restructured at a future date.
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The following table sets forth, for the years ended December 31, 2003, 2002, 2001, 2000 and 1999, the historical relationships
among the allowance for loan losses, the provision for loan losses, the amount of loans charged off and the amount of loan
recoveries:

2003 2002 2001 2000 1999

(Dollars in thousands)
Balance af beginning of period. .. .. .............. $2,689 $§2,602 $2,223 $1,874 $1,542
Loans charged off:
Commercial. . ... . e 173 65 — 37 11
CoONSUMET . e 56 25 49 29 26
Totalioans chargedoff ...................... 229 Q0 49 66 37

|

Recoveries of loans previously charged off:

Commercialrealestate. . ............. ... .. ..., — — — — 12

Commercial, ... . e 1 9 5 5 5

CONSUMET L oo 2 8 3 — 12

Total recoveries of loans previously charged off . 3 17 8 5 29

Netloanschargedoff ... ........ . ... . ... ... 226 73 4] 61 8
Provisions charged to operations . .. ...... .. e 425 160 420 410 340
Balance atend ofperiod . ............. .. . $2,888 $2,689 $2,602 $2,223 $1,874
Net charge offs during the period to average

loans oufstanding during the period ... ........ .. 0.10% 0.04% 0.02% 0.04% 0.01%
Balance of allowance for loan tosses at the 4

end of yearto gross yearend loans ............. 1.10% 1.24% 1.40% 1.30% 1.30%

The following table sets forth the allocation of the allowance for loan losses at the dates indicated by category loans:

2003 2002 2001 2009 1999

Percent to Percent to Percent to Petcent to Percent to
Amount Total (1) Amount Total (I) Amount Total (1) Amount Total (1) Amount Total (1)

(Doliars in thousands)

Real estate - residentiat. ........ .. $ 306 17.1% § 289 18.3% § 316 19.6% § 278 20.2% § 246 22.0%
Real estate - commercial . ...... .. 1038 41.9% on 40.9% 857 38.9% 699 37.6% 562 37.2%
Commercial ............ oo, 910 18.7% - 906 17.7% 849 17.7% 741 17.7% 623 15.1%
Consumer .................coo.. 634 22.3% 583 23.1% 580 23.8% 505 24.5% 443 25.7%

Total allowance for loan losses . .. $2,888 100.0% $2.689 100.0% $2,602 100.0% $2,223 100.0% $1,874 100.0%

(1) Represents percentage of loan balance in category to total gross loans.

Investment Portfolio

The Corporation maintains an investment portfolio to enhance its yields and to provide a secondary source of liquidity. The port-
folio is comprised of U.S. Treasury securities, U.S. government and agency obligations, mortgage-backed securities, and state
and political subdivision obligations and has been classified as held to maturity or available for sale. Investments in debt securi-
ties that the Corporation has the positive intent and the ability to hold to maturity are classified as held to maturity securities and
reported at amortized cost. All other securities are classified as available for sale securities and reported at fair value, with unre-
alized holding gains or losses reported in a separate component of stockholders’ equity. Securities in the available for sale cate-
gory may be held for indefinite periods of time and include securities that management intends to use as part of its Asset/Liability

strategy or that may be sold in response to changes in interest rates, changes in prepayment risks, the need to provide liquidity,
the need to increase regulatory capital or similar factors. Securities available for sale increased to $61.3 million at December 31,
2003, from $12.8 million at December 31, 2002, an increase of $48.5 million, or 378.5%. The large increase can be attributable
to $20.0 million in purchases to fund the leveraging strategy and remaining purchases to redeploy liquid investments. Securities
held to maturity decreased $8.5 million, or 14.0%, to $52.4 million at December 31, 2003 from $60.9 million at December 31,
2002. Maturities and principal paydowns were reinvested in the lending portfolio.
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The following table sets forth the classification of the Corporation’s investment securities by major category at the end of the last
three years:

December 31,
2003 2002 2001
Amount Percent Amount Percemt - Amoumnt Percent
(Dollars in thousands)

Securities available for sale:

US.Treasury .. .o $ 500 0.8% S - 00% § 514 4.1%
U.S. government agencies. . ........ 22,144 36.1% 2,733 21.3% 4,169 33.2%
Obligations of state and
political subdivisions . ........... 1,406 2.3% 821 6.4% 1,081 8.6%
Mortgage-backed securities. . ... ... 37,255 60.8% 9,268 72.3% 6,785 54.1%
Total ... oo $61,305 100.0%  $12,812 100.0%  $§12,549 100.0%

Securities held to maturity:

US.Treasury . ..o e $ 1.011 1.9% $1,514 25%  $ 1,517 4.0%
U.S. government agencies. . ... ... .. 12,756 24.4% 13,125 21.6% 7.894 20.8%
Obligations of state and
polifical subdivisions . ... ......... 19,686 37.6% 20,060 32.9% 16,470 43.5%
Mortgage-backed securities. .. ... .. 18,907 36.1% 26,188 43.0% 11,991 31.7%
Total ..o $52,360 100.0%  $60.887 100.0%  $37,872 100.0%

The following table sets forth the maturity distribution and weighted average yields (calculated on the basis of stated yields to
maturity, considering applicable premium or discount) of the Corporation’s securities available for sale as of December 31, 2003.
Issuers may have the right to call or prepay obligations with or without call or prepayment penalties. This might cause actual
maturities to differ from the contractual maturities.

Affter I Year  After 5 Years
Within  But Within But Within After
1 Year 5 Years 10 Years 10 Years Taotal
(Dollars in thousands)

U.S. Treasury :

Carryingvalue ........... oo § — § 500 $ — $ — $ 500

Yield. .o — 1.61% — — 1.61%
U.S. government agencies ;

Carryingvalue .. ... oo — 20,146 1,998 - 22,144

Yield . e — 2.76% 3.50% — 2.82%
Obligations of state and polifical subdivisions :

Carryingvalue .. ... 179 1,227 — — 1,406

Yield. ... 4.23% 1.95% — —_ 2.24%
Mortgage-backed securifies :

Camyingvalue ... .o o — 746 10,252 26,257 37,255

Yield. .. e — 4.38% 3.80% 4.70% 4.44%
Totalcarryingvalue. . .......... .o $179 .§22,619 $12,250 $26,257 $61,305
Weighted average yield. . ............... ... ... 4.23% 2.71% 3.75% 4.70% 3.78%




The following table sets forth the maturity distribution and weighted average yields (calculated on the basis of stated yields to
maturity, considering applicable premium or discount) of the Corporation’s securities held to maturity as of December 31, 2003.
Issuers may have the right to call or prepay obligations with or without call or prepayment penalties. This might cause actual
maturities to differ from contractual maturities. '

After | Year After § Years
Within  But Within But Within After
1 Year 5 Years 10 Years 10 Years Total
(Doliars in thousands)

U.S. Treasury

Carryingvalue .. ... § — $1.0m s — $ - $ 1.0n

Yield. . ... — 4.28% — — 4.28%
U.S. government agencies :

Carmryingvalue ... .. oo 250 12,506 — — 12,756

Yield . oo 6.78% 2.94% — — 3.02%
Obligations of state and political subdivisions :
S Caryingvalue .. 3,725 15,961 — - 19,686

Yield . . oo e 4.02% 3.36% — — 3.49%
Mortgage-backed securities :

Caryingvalue . ... ool e e 81 . 461 3,491 14,874 18,907

Yield . ..o e 6.19% 5.08% 4.25% 4.94% 4,82%
Totalcarryingvalue .. ... oo $4,056 $29,939 $3,491 $14,874 $52,360
Weighted averagevield. ................ ... ... 4.23% 3.24% 4.25% 4.94% 3.87%
Deposits

Corporation deposits at December 31, 2003 totaled $341.5 million, an increase of $38.8 million, or 12.8%, over the comparable
period of 2002, when deposits totaled $302.7 million. The Corporation attributes this increase to competitive products and services
being offered to our customer base as well as newer branch locations expanding our market area.

The following table sets forth the classification of the Corporation’s deposits by major category as of December 31 of each of
the preceding years:

December 31,
2003 2002 2001
Amoumnt Percent Amnoumnt Percent Amount Percent
(Dollars in thousands) ‘
Noninterest-bearing demand . .. ... ... $ 80,845 237% § 69344 22.9% $ 57,581 22.5%
Interest-bearing demand .. .......... 119,663 356.0% 101,191 33.5% 21.694 35.9%
Saving deposits. . ... oo 45,051 13.2% 38,242 12.6% 125,748 10.1%
Timedeposits. ...................... 96,979 28.1% 93,958 31.0% 80,661 31.5%
Total ... $341,538 100.0%  $302,735 100.0% $255,684 100.0%

As of December 31, 2003, the aggregate amount of outstanding time deposits issued in amounts of $100,000 or more, broken
down by time remaining to maturity, was as follows (in thousands):

Three monthsorless .................... .. $ 9,608
Four months through six months. .. ... .. o 4,191
Seven months through twelve months ........ 4,898
Overtwelvemonths. . ..................... 10,658

Total ... $29,355
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Market Risk

Market risk is the risk of loss from adverse changes in market prices and rates. The Corporation’s market risk arises primarily
from interest rate risk inherent in its lending and deposit taking activities. Management actively monitors and manages its inter-
est rate risk exposure.

The Corporation’s profitability is affected by fluctuations in interest rates. A sudden and substantial increase in interest rates may
adversely impact the Corporation’s earnings to the extent that the interest rates borne by assets and liabilities do not change at
the same speed, to the same extent, or on the same basis. The Corporation monitors the impact of changes in interest rates on its
net interest income using several tools. One measure of the Corporation’s exposure to differential changes in interest rates
between assets and liabilities is shown in the Corporation’s Maturity and Repricing Analysis under the Interest Rate Sensitivity
caption below.

The Corporation’s primary objective in managing interest rate risk is to minimize the adverse impact of changes in interest rates
on the Corporation’s net interest income and capital, while structuring the asset-liability structure to obtain the maximum yield-
cost spread on that structure. The Corporation relies primarily on its asset-liability structure to control interest rate risk.

The Corporation continually evaluates interest rate risk management opportunities, including the use of derivative financial
instruments. Management believes that hedging instruments currently available are not cost effective, and therefore, has focused
its efforts on increasing the Corporation’s yield-cost spread through retail growth opportunities.

The following table shows the Corporation’s financial instruments that are sensitive to changes in interest rates, categorized by
expected maturity, and the instruments’ fair values at December 31, 2003. Market rate sensitive instruments are generally defined
as on and off balance sheet derivatives and other financial instruments. Expected maturities are contractual maturities adjusted
for projected payments of principal. The actual maturities of these instruments could vary substantially if future prepayments dif-
fer from the projections. For non-maturity deposit liabilities, in accordance with standard industry practice, “decay factors” were
used to estimate deposit runoff.

Average
Interest
Rate 2004 2005 2006 2007 2008 Thereafter Balance Fair Value
(Dottars in thousands)
Interesi-Sensitive Assels:
Federal fundssold ............ 052% $§ 1,300 $ — 8§ - 8 — § — 3 — $§ 1,300 $§ 1,300
Inferest-bearing due from banks 0.69% 1,680 — — —_ — — 1,680 1,680
Other interest-earning assets. ... 0.89% 517 — — — — — 517 517
Loans: .. oo
Real estate mortgage ... ... 6.57% 21,475 8,920 8,718 17,340 3.826 88,264 154,543 155,018
Commercial . ... ... ..., 5.97% 25,549 10,295 6.159 2,594 3,380 1,004 48,951 48,675
Consumer .. ..o 5.78% 10,831 5,089 5179 5,374 4,720 27,262 58,485 58,972
Mortgage loans held forsale ... 5.17% 576 — — — — — 576 576
Investment securifies (1) ... .. 3.78% 18,490 15,456 16,975 9.006 6,542 48,518 114,987 115,997

547% $80,418 $39,760 $37.031 §34314 §24438 5165078 $381,039 $382,735
Interesi-Sensitive licbililies:

Savings . . 075% $ 9232 S 8977 $§ 8977 § 8977 S 8888 $§ — $45051 $45055
Interest-cearing ........... ... 0.71% 23,987 23,979 23,979 23,979 23,740 — 119,664 119,664
Time deposits ............. ... 2.85% 54,654 25,451 10,635 3,924 427 888 95,979 97,121
Securifes under agreement

torepurchgse .......... ..., 1.05% 3,647 — — — — — 3,847 3,547
FHLB borrowings .. ............ 3.33% 3,501 1,549 1,598 1,650 1,702 10,000 20,000 19,483
Subordinated debenfures ... . .. 6.75% — — — — — 7.217 7,217 7.264

............................... 1.76% $94921 §$59956 §45189 $38530 $34757 $ 18,105 $291,458 $292,134

Netl Inferesi-Sensitive
Assefls (Licbilitlesy ........... $(14,503) $(20,196) $(8.158) $(4.216) $(10,319) $146,973 $89,581 $ 90,601

(1) Includes securities held to maturity, securities available for sale and FHLB-NY stock.




Imterest Rate Sensitivity

Interest rate movements and deregulation of interest rates have made managing the Corporation’s interest rate sensitivity increas-
ingly important. The Corporation attempts to maintain stable net interest margins by generally matching the volume of assets and
liabilities maturing, or subject to repricing, by adjusting interest rates to market conditions, and by developing new products. One
method of measuring the Corporation’s exposure to changes in interest rates is the maturity and repricing gap analysis. The dif-
ference between the volume of assets and liabilities that reprice in a given period is the interest sensitivity gap. A “positive” gap
results when more assets than liabilities mature or are repricing in a given time frame. Conversely, a “negative’” gap results when
there are more liabilities than assets maturing or repricing in a given period of time. The smaller the gap, the less the effect of
the market volatility on net interest income. During a period of rising interest rates, an institution with a negative gap position
would not be in as favorable a position, as compared to an institution with a positive gap, to invest in higher yielding assets. This
may result in yields on its assets increasing at a slower rate than the increase in its costs of interest-bearing liabilities than if it
had a positive gap. During a period of falling interest rates, an institution with a negative gap would experience a repricing of its
assets at a slower rate than its interest-bearing liabilities, which consequently may result in its net interest income growing at a
faster rate than an institution with a positive gap position.

The following tables sets forth the estimated maturity/repricing structure of the Corporation’s interest-earning assets and interest-
bearing liabilities as of December 31, 2003. The amounts of assets or liabilities shown which reprice or mature during a partic-
ular period were determined in accordance with the contractual terms of each asset or liability and adjusted for prepayment
assumptions where applicable. The table does not necessarily indicate the impact of general interest rate movements on the
Corporation’s net interest income because the repricing of certain categories of assets and liabilities, for example, prepayments
of loans and withdrawal of deposits, is beyond the Corporation’s control. As a result, certain assets and liabilities indicated as
repricing within a period may in fact reprice at different times and at different rate levels.
More than
Three Months
Three Months  Through After Nomninterest
or Less One Year One Year Sensitive Total
(Dollars in thousands)
Assels:
Loans:
Real estate mortgage. ... S 72114 5 17,713 $129,716 $ — $154,543
Commercial ... 15.874 14,285 18.791 — 48,950
CONSUMET . oo ettt 21.414 5,491 31,581 — 58,486
Mortgage loans held forsale . . ... ... ..., 576 — — ~ 576
Investment securities (1) .. ........... ... ... 13,486 21,083 80,418 — 114,987
Federalfundssold ............. .. ... .. ... ... 1,300 — — — 1,300
Otherassets ........ .o oo 2,198 - — 20,728 22,926
Totalassefs ... ... o i $61,962 § 58572  $260,506 $20,728 $401,768
Source of funds: ‘
SAVINGS: vt e S — § 45,051 $ — S — $45,051
inferest-bearing .. ........ .o oo oo e 41,429 78,234 — —_ 119,663
Time deposits .. ... 20,676 34,223 41,080 — 95,979
Repurchase agreements . ................. .. 2,848 699 — — 3,547
BOMmowings. . ..o 2,371 1.130 16,499 — 20,000
Subordinated debenture ............ ... — — 7.217 — 7,217
Other ligbilities ............ oo oo o .= — — 83,162 83,162
Stockholders' equity. . ....... . o oo — — — 27,149 27.149
Totalsource of funds . ... ... .. ..., $67,324  $159,337 $ 64,796 $110,311 $401,768
Interest rate sensitivity gap .. ... ..o $ (5,362) $(100,765) $195,710 $(89,583
Cumulative inferest rate
sensitivity gap ..o o $ (5,362) $(106,127) S 89,583 S —
Ratic of GAP fo fotalassets . ...l -1.3% -25.1% 48.6% -22.3%
Ratio of cumulative GAP assets to
fotalassefs ... o -1.3% -26.3% 22.3% -

(1) Includes securities held to maturity, securities available for sale and FHLB-NY stock.
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The Corporation also uses a simulation model fo analyze the sensitivity of net interest income to movements in interest rates. The
simulation model projects net interest income, net income, net interest margin, and capital to asset ratios based on various inter-
est rate scenarios over a twelve month period. The model is based on the actual maturity and repricing characteristics of all rate
sensitive assets and liabilities. Management incorporates into the model certain assumptions regarding prepayments of certain
assets and liabilities. The model assumes an immediate rate shock to interest rates without management’s ability to proactively
change the mix of assets or liabilities. According to the reports generated for year end 2003, an immediate interest rate increase
of 100 basis points resulted in a decrease in net interest income of 6.3%, or $1.1 million, while an immediate interest rate decrease
of 100 basis points resulted in an increase in net interest income of 3.0% or $540,000. Management has a goal to maintain a %
change of no more than 10% given a 100 basis point change in interest rates. Management cannot provide any assurance about
the actual effect of changes in interest rates on the Corporation’s net interest income. Assumptions have been built into the model
for prepayments for assets and decay rates for nonmaturity deposits such as savings and interest bearing demand.

Liguidity

The Corporation’s primary sources of funds are deposits, amortization and prepayments of loans and mortgage-backed securi-
ties, maturities of investment securities and funds provided by operations. While scheduled loan and mortgage-backed securities
amortization and maturities of investment securities are a relatively predictable source of funds, deposit flow and prepayments
on loan and mortgage-backed securities are greatly influenced by market interest rates, economic conditions, and competition.

The Corporation’s liquidity, represented by cash and cash equivalents, is a product of its operating, investing and financing activ-
ities. These activities are summarized below:

Year Ended December 31,
2003 2002 2001
(In thousands) T
Cash and cash equivalents - beginning ... ....... .. $33,418 $34,074 $13,696
Operating acfivities:
Netincome . ... ... .. ... .. ... ... . ... 3,491 3,116 2,558

Adjustments to reconcile nef income
to net cash provided by operating

activities .. ... . o 2,582 2,429 1,961)
Net cash provided by operating activities .. ...... .. 6.073 5,645 507
Net cash used in investing activities. ... ... .. e (87.362) (55,050) (24,727)
Net cash provided by financing activities. . ... ... .. 67,009 48,849 44,508
Net (decrecse) increase in cash and cash equivalents . (14,280) (656) 20,378
Cash and cash equivatenfs-ending. .......... ... $19,138 $33.418 $34,074

Cash was generated by operating activities in each of the above periods. The primary source of cash from operating activities
during each period was net income.

Liquidity management is both a daily and long-term function of business management. Excess liquidity is generally invested in
'short-term investments, such as federal funds sold. :

The Corporation enters into commitments to extend credit, such as letters of credit, which are not reflected in the consolidated
financial statements.
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The Corporation has various contractual obligations that may require future cash payments. The following table summarizes the
Corporation’s contractual obligations at December 31, 2003 and the effect of such obligations is expected to have on our liquid-
ity and cash flows in future periods.

Less than 1-3 4-5 Affter §
Total 1 Year Years Years Years
(In thousands)

Contractual obligations

Operating lease obligations., . . ............... §3,372 $ A3 $ 837 $ 710 $ 1,412
Total contracted cost obligations . ... ........... 83,372 S 413 S 837 $ 710 $ 1.412
Other long-term liabilities/long-term debt

Timedeposits ... ... $95,979 $55,542 $36,087 $4,350 § —

federal Home Loan Bank advances ... ... 20,000 3,371 3,137 3,492 10,000

Subordinated debentures. .. ... .. P 7.217 — — — 7.217
Total other long-term liabilities/long-term debt....  $27,217 $ 3,371 $ 3,137 $3,492 $17,217

Other commitments - off balance sheet

lefterofcredit ................ i $ 609 S 609 $ - S — S -

Other commitments - off balance sheet ... .. .. 16,964 16,964 — — —

Unusediinesof credit ................ ... ... 59,171 59,171 — — —_
Total off balance sheet arrangements an

contractual obligations. ... ......... e $76,744 $76.744 s - § — § -

For further information, see Note 15 of Notes to Consolidated Financial Statements.

Management believes that a significant portion of the time deposits will remain with the Corporation. In addition, management
does not believe that all of the unused lines of credit will be exercised. The Corporation anticipates that it will have sufficient
funds available to meet its current contractual commitments,

Capital

The Corporation is subject to capital adequacy guidelines promulgated by the Board of Governors of the Federal Reserve System
(“FRB”). The FRB has issued regulations to define the adequacy of capital based upon the sensitivity of assets and off-balance
sheet exposures to risk factors. Four categories of risk weights (0%, 20%, 50% and 100%) were established for application to
different types of balance sheet assets and off-balance sheet exposures. The aggregate of the risk weighted items (risk-based
assets) is the denominator of the ratio, the numerator is risk-based capital. Under the regulations, risk-based capital has been clas-
sified into two categories. Tier 1 capital includes common and qualifying perpetual preferred stockholders’ equity less goodwill.
Tier 2 capital includes mandatory convertible debt, allowance for loan losses, subject to certain limitations, and certain subordi-
nated and term debt securities. Total qualifying capital consists of Tier 1 capital and Tier 2 capital; however; the amount of Tier
2 capital may not exceed the amount of Tier 1 capital. The FRB has also issued leverage capital adequacy standards. Under these
standards, in addition to the risk-based capital ratios, a corporation must also compute a ratio of Tier 1 capital (using the risk-
based capital definition) to total quarterly average assets. The following table reflects the Corporation’s capital ratios at December
31, 2003. The Bank Federal regulator has promulgated substantially similar capital regulations applicable to the Bank.

Reguired Actual Execess
Risk-based capifal;
Tier 1. 4.00% 12.93% 8.93%
Total ... oo 8.00% 14.03% 6.03%
Lleverageratio® ......... .. ... . . 4.00% 8.89% 4.89%

* The minimum leverage ratio set by the FRB is 3.00%. Institutions, which are not “top-rated”, will be expected to maintain a ratio of
approximately 100 to 200 basis points above this ratio.
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KPMG LLP

New Jersey Headquarters
150 John F. Kennedy Parkway
Short Hilis, NJ 07078

independent Auditors’ Report

The Board of Directors and Stockholders
Stewardship Financtal Corporation:

We have audited the accompanying consolidated statements of financial condition of Stewardship
Financial Corporation and subsidiary as of December 31, 2003 and 2002, and the related consolidated
statements of income, changes in stockholders’ equity. and cash flows for each of the years in the three-
year period ended December 31, 2003. These consolidated financial statements are the responsibility of
the Corporation’s management. Our responsibility is to express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepied in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as

evaluating the overall financial staiement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Stewardship Financial Corporation and subsidiary as of December 31,
2003 and 2002, and the resulis of their operations and their cash flows for each of the years in the three-

year period ended December 31, 2003, in conformity with accounting principles generally accepted in the
United States of America.

KPMe Lo

Short Hills, New Jersey
January 30, 2004

H -
.l KPMG LLP, a U S. fimited labddy partnership, 15 the 1.8,
3 B member firm of KPMG international, a Swiss cooperative




Stewardship Financial Corporation and Subsidiary
Consolidated Statements of Financial Condition

December 31,

Assefls
Cash and due from DANKS . . . ..o e e

Other interest-earning assets. .. ... ... i i 2,198,000 ©.854,000
Federal fundssold. . ................ e 1,300,000 9,525,000
Cashand cashequivalents, ........................ e 19,138,000 33,418,000
Securifies available forsale (note 2). .. ... .. o o 61,305,000 12,812,000
Securities held to maturity; estimated fair value
of $53,370,000 (2003) and $62,273,000 (2002) (note 3) . ....... .. ... 52,360,000 60,887,000
FHI.B-NY stock, at cost. ... o o 1,322,000 1,059,000
Loans, net of allowance for loan iosses of $2,888,000 (2003)
and $2,689,000 (2002) (notes4and 8) .. ... oo 258,776,000 213,579,000
Mortgage loansheld forsale. . ... ... .. o 576,000 2,099,000
Premises and equipment, net(note 6). ... i, 3,637,000 3,733,000
Accruedinterestreceivable . ... ... .. . e 1.863.000 1,640,000
Intangible assets, net of accumulated amortization of $530,000 and
$486,000 at December 31, 2003 and 2002 respectively .............. 220,000 264,000
herassets (Note 14). . 2,571,_000 1,594,000
TOr Al 88 . $401,768,000 $331,087,000
Liabilities and Stockholders’ equily
Liakilifies
Deposits: (note 7) )
Noninterest-bearng o $80.845,000 $69,344,000
Ierest-beanng . . 260,693.000 233,391,000
Totat deposits. ... .. .. e e 341,538,000 302,735,000
Otherborrowings (NOte 8) . .. . . . e 20,000,000 —
Subcrdinated debenture (NOTE ) . ... i 7.217.000 —
Securities sold under agreements to repurchase (nofe 8) .............. 3.547,000 2,435,000
Accrued expenses and other ligbilities .. ......... ... ... o 2,317.000 2,100,000
Total liabilities . . ... 374,619,000 307,270,000
Commitments and contingencies(note 18) . ........ ... ... ... .. ... — —
Stockholders' equity (notes 10 and 16)
Common stock, no par value; 5,000,000 shares authorized;
3,165,233 and 2,972,566 shares issued and oufstanding at
December 31,2003 and 2002, respectively . ... oo o i 19,552,000 15,058,000
Retained earmiNgsS. .« e 7,693,000 8,600,000
Accumulated other comprehensive income,net ............. . ... . ... __~A,OOO 169,000
Total Stockholders' equity. . ... ... . ... 27,149,000 23.,817.000
Total liabilities and Stockholders' equity . ... ..o 0oL $401,768,000 $331,087,000

See accompanying notes to consolidated financial statements,
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Stewardship Financial Corporation and Subsidiary
Consolidated Statements of Income

interest income:

Securities held to maturity:
Toxable . e e
Nontaxable ... .. .. .. e
Securities available forsale ....... ... .. . oo oL
Other interest-earningassets .. .......... .. .. iinn

Total interestincome ... .. o oL

Interest expense:
Deposits(note 7) ... .. o
BOrmowed money . ... ...
Totalinterestexpense. ............... . ... . ...

Net interest income before provision for loan losses. ... . ..
Provision forloan losses (note 4). . .. ...... ... ... ...

Net interest incorne after provision for loan losses. ... ... ...

Noninterest income:
Feesandservicecharges. ... ........ .. oo i,
Gain/(loss) on calls and sales of securities,
net(notes2and 3) ...
Gainon sales of mortgage loans ... oL
Miscellaneous. . ... o e

Total noninterestincome . .......... ... oL

Noninterest expense:

Salaries and employee benefits(note 11) .. ......... ...
Occupancy.net(note 15) ... ..o i ii i,
Equipment. ......... ... [
Dota processing. . ..o
Advertising. . ...
FDIC insUrQNCe premium. o oo e e e e
Amortization of intfangible assets. . .......... ... o
Charitable-confribufions. . ......... ... o oL
Stationery and supplies. .. ... o o e
Miscellaneous . .. ...

Total noninterest expenses. . ....... ..o '

Income before income tax expense. ... ...
Income taxexpense (note 14). ......... ... ... ...,

Netincome. ... ..o i
Basic earnings per share (note 13)

Diluted earnings per share (note 13)

Cash dividends per share

Weighted average number of common shares
outstanding (note 13) '

Weighted average number of diluted common
shares outstanding (note 13)

See accompanying notes to consolidated financial statements.

Year Ended December 31,
2003 2002 2001
$16,091,000 $14,673,000 $14,836,000
1,248,000 1,379,000 765,000
700,000 713,000 409,000
708,000 633,000 895,000
168,000 380,000 490,000
18,915,000 17,778,000 17,595,000
4,358,000 5,242,000 6,680,000
233,000 29,000 49,000
4,591,000 5,271,000 6,729,000
14,324,000 12,507,000 10,866,000
425,000 160,000 420,000
13,899,000 12,347,000 10,446,000
2,106,000 1,789,000 1,345,000
49,000 (4,000) 3,000
451,000 248,000 178.000
288,000 217,000 169,000
2,894,000 2,250,000 1,695,000
5,377,000 4,650,000 4,061,000
758,000 657,000 586,000
680,000 640,000 523,000
918,000 682,000 560,000
270,000 269,000 154,000
48,000 43,000 39,000
44,000 45,000 48,000
512,000 425,000 351,000
241,000 235,000 188,000
2,546,000 2,201,000 1,769,000
11,394,000 9,847,000 8,279,000
5,399,000 4,750,000 3,862,000
1,908,000 1,634,000 1,304,000
$ 3,491,000 $3,116,000 $ 2,558,000

$1.1 $1.01

$0.85

$1.10 $1.00

$0.84

$0.26 $0.22

$0.18

3,140,444

3,076,763

3,020,361

3,185,057 3,101,121

3,063,960




Stewardship Financial Corporation and Subsidiary
Consolidated Statements of Changes in Stockholders’ Equity

Years Ended December 31, 2003, 2002, and 2001

Accumulated
Other
Comprehensive
Commeon Stock Retained Treasury Stock Income/(Loss),
Shares Amount Earnings Shares Amount Net Total
Balance -- December 31,2000, . ............ 2,725,821 $10,863,000 $7,457,000 — 5 — $(112.000) $18,208,000
Cash dividends paid (50.18 per share) ... . — — (656,000) — — — (656,000)
5% Stock dividend .. ... .. o 72,621 1,332,000 (1.573,000) 14,059 239,000 — (2,000)
Common stock issued under
sfockplans ........ ... 22,436 370,000 — 5941 101,000 — 471,000
Issuance of stock options
atadiscount ... e — 6,000 — — — — 6,000
Stock options exercised ........... ... ... 5,482 67,000 — — — — 67,000
Repurchase common stock ............. — — — (20,000) (340.000) — (340,000

Comprehensive income;
Net income for the vear

ended December 31,2001 ............ — — 2,558,000 — — — 2,558,000
Unrealized holding gains on securities

available for sale arising during the

period (net tax of §87,000) . . ........... — — — — — 141,000 141,000
Total comprehensive income. . ........... 2,699,000
Balance -- December 31,2001, ............. 2,826,360 $12,638,000 $7,886,000 — S — $§ 29,000 $20,553,000
Cash dividends paid (80.22 per share) .. .. — - (667.000) — — — (667,000)
5% Stock dividend .. ... ... .. . 93,654 1,734,000 (1,735,000) — — — (1,000)
Common stock issued under
sfockplans ......... . ool 18,467 315,000 — 8,832 164,000 — 479,000
Stock optfions exercised . ................ 34,085 371,000 — — — — 371,000
Repurchase commonstock ............. — — —  (8,832) (164,000) — (164,000)

Comprehensive income:
Net income for the year

ended December 31,2002 ............ — -— 3,116,000 - - - 3,116,000
Unrealized holding gains on securities

available for sale arising during the

perod (net tax of $83,000) ............ — — — — — 130,000 130,000
Total comprehensive income. . ........... 3,246,000
Balance - December 31,2002, ............. 2,972,566 $15,058,000 $8,600,000 — § — $159,000 $23,817.000
Cash dividends paid (50.26 per share) .. .. — — (817,000) — — — (817,000)
&% Stockdividend . .............. .o L 180,162 3,679,000 (3,681.000) — — — (2,000)
Common stock issued :
understockplans .................. .. 30,216 570,000 — — — — 570,000
Stock opftions exercised .. ... .. e 12,289 126,000 — — — — 126,000
Tax benefit on stock options exercised . . . . — 119,000 — — — — 119,000

Comprehensive income:
Net income for the year

ended December 31,2003 ............ — — 3,491,000 - — — 3,491,000
Unrealized holding losses on securities

available for sale arising during the

pericd (net tax benefit of $98,000) . ... .. - - — - — (155,000) (155,000)
Total comprehensive income. .............. 3,336,000
Balance -- December 31,2003, .. ........... 3,165,233 $19,552,000 $7,593,000 - § — $4,000 $27.149,000

See accompanying notes to consolidated financial statements
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Stewardship Financial Corporation and Subsidiary

Consclidated Statements of Cash Flows

Year Ended December 31,
2003 2002 2001
Cash flows from operating cctivities:
NetinCome. . ... $ 3,491,000 $ 3,116,000 $ 2,558,000
Adjustments to reconcile net income fo
net cash provided by operating activities:
Depreciation and amortization of premises and eguipment 619,000 561,000 481,000
Amortization of premiums and accretion of discounts, net 791,000 424,000 56,000
Accretion of deferred loanfees. .. ................... (172,000) (63,000) (60,000)
Provision forloan 1osses . ... .o oo 425,000 160,000 420,000
Originations of mortgage loans held forsale . ... ... .. (37.063,000) (23.102,000) (18,007,000)
Proceeds from sale of mortgage loans. . .............. 39,037,000 24,490,000 15,249,000
Gainonsaleof loans. . ... (451,000) (248,000) (178,000)
(Gain) loss on sale of securities available forsale . . ... .. (49.000) (4,000) 3,000
Gainonsole offixedassets. . ........... ... . . (54.000) — —
Issuance of stock options at adiscount............ ... — — 6.000
Deferred income tax benefit ... ......... ... ... ..., (44,000) (71,000) (258,000)
Amortization of intangible assets . .. ............... ... 44,000 45,000 48,000
(Increase) decrease in accrued interest receivable. . . .. (223.000) (132,000) 66,000
(Increase) decrecse in otherassets. .................. (614,000) (111,000) 52,000
Increcse in other liabilities . .............. ... ... ..., 336,000 470,000 161,000
Net cash provided by operating activities ... .. .. .... : 6,073,000 5,645,000 597,000
Cash flows from investing aclivities: :
Purchase of securities available forsale . ............ .. (68,690,000) (7.185,000) (6.675,000)
Proceeds from maturities and principal repayments
on securities available forsale .. ........... ... ... 5,652,000 3,431,000 3,083,000
Proceeds from sales and calls on securities
available forsale .......... .. oo 4,270,000 3,663,000 8,006,000
Purchase of securities heldto maturity ... ... L. (24,317.,000) (44.,427,000) (24,173,000)
Proceeds from maturities and principal repayments on
securifies heldtomaturity . ............ ... oL 17,097,000 9,206,000 3,159,000
Proceeds from calls of securities held to maurity. . ... . .. 15,125,000 11,830,000 6,440,000
Purchase of FHLB-NY stock ................... ... ... (263.000) (173,000) (115,000)
Investment in special purpose subsidiary .. ............ (217.000) — —
Netincreaseinloans . .......... .. . oo, (45,450,000) {30,757,000) (14,248,000)
Sales of premises and equipment .. ... L 227,000 — —
Additions o premises and equipment ... ... (696,000) (628.000) (1,203,000)
Net cash used in investing activities ............. ... (87.362,000) (55.050,000) (24,727.000)
Cash flows from financing cetivitles:
Net increase in noninterest-bearing deposits. ... ..... 11,601,000 11,763,000 8,813,000
Net increase in interest-bearing deposits .. ............ 27,302,000 35,288,000 36,737,000
Net increase (decrease) in securifies sold
under agreement torepurchase . . ................. 1,112,000 1,780,000 (682,000)
Netincrease inborrowings .. ... i 20,000,000 - —
Issuance of subordinated debentures. . ............. .. 7,217,000 — —
Caosh dividends paid on common stock. .............. (819,000) (668,000) (558.000)
Purchase of treasury stock . ....... . ... — (164,000) (340,000
Exercise of stock options . ......... ... ... . o 126,000 371,000 67,000
Issuance of commonstock. ... ..o 570,000 479,000 471,000
Net cash provided by financing activities ........... 67.009.000 48,849,000 44,508,000
Net (decrease) increase in cash and cash equivalents. . (14,280,000) (656,000) 20,378,000
Cash and cash equivalents - beginning . . ... ... P 33,418,000 34,074,000 13,696,000
Cash and cash equivalents -ending. .. .. ............. $19,138,000 $33.418,000 $34,074,000
Supplemental disciosures of cash flow information:
Cash paid during the year forinterest. .............. .. 4,676,000 5,487,000 6,697,000
Cash paid during the year forincome taxes . .......... 1,934,000 1,698,000 1,164,000

See accompanying notes to consolidated financial statements.
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Stewardship Financial Corporation and Subsidiary
Notes to Consolidated Financial Statements

Note 1. SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The consolidated financial statements include the accounts of Stewardship Financial Corporation, (“the Corporation”) and its
wholly-owned subsidiary, Atlantic Stewardship Bank, (“the Bank”). Atlantic Stewardship Bank includes its wholly-owned sub-
sidiary, Stewardship Investment Corp. All significant intercompany accounts and transactions have been eliminated in the con-
solidated financial statements. Certain prior period amounts have been reclassified to conform to the current presentation.

Basis of consolidated financial statements presentation

The consolidated financial statements of the Corporation have been prepared in conformity with generally accepted accounting
principles. In preparing the financial statements, management is required to make estimates and assumptions that affect the
reported amounts of assets and liabilities as of the dates of the statements of financial condition and revenues and expenses dur-
ing the reporting periods. Actual results could differ significantly from those estimates.

Material estimates that are particularly susceptible to significant changes relate to the determination of the allowance for loan
losses. Management believes that the allowance for loan losses is adequate. While management uses available information to rec-
ognize losses on loans, future additions to the allowance for loan losses may be necessary based on changes in economic condi-
tions in the market area.

Cash and cash equivalents

Cash and cash equivalents include cash and due from banks, commercial paper, interest-bearing deposits in other banks, money
market funds and federal funds sold. Generally, federal funds are sold for one-day periods.

Securities available for sale and held to maturity

The Corporation classifies its securities as securities held to maturity or securities available for sale. Investments in debt securi-
ties that the Corporation has the positive intent and ability to hold to maturity are classified as securities held to maturity and are
carried at cost, adjusted for amortization of premium and accretion of discount, which are recognized as adjustments to income,
on a level yield basis. All other securities are classified as securities available for sale. Securities available for sale may be sold
prior to maturity in response to changes in interest rates or prepayment risk, for asset/liability management purposes, or other
similar factors. These securities are carried at fair value with unrealized holding gains or losses reported in a separate component
of stockholders’ equity, net of the related tax effects. Realized gains or losses on sales of securities are based upon the specific
identification method. Management evaluates securities for other than temporary impairment and records such adjustments as
necessary.

Federal Home Loan Bank of New York Steck

As a condition of membership, the Corporation is required to maintain shares of stock in the Federal Home Loan Bank of New
York (FHLB-NY) based on the Corporation’s level of residential mortgage loans and mortgage-backed securities or outstanding
advances from the FHLB-NY, whichever is larger. Such shares are carried at cost.

Moertgage loans held for szle

Mortgage loans held for sale are reported at the lower of cost or market on an aggregate basis. Mortgage loans held for sale are
carried net of deferred fees, which are recognized as income at the time the loans are sold to permanent investors. Gains or loss-
es on the sale of mortgage loans held for sale are recognized at the settlement date and are determined by the difference between
the net proceeds and the amortized cost.

Loans

Loans are carried at the principal amount outstanding, net of unearned discounts and deferred loan fees and costs. Interest on
loans is accrued and credited to interest income as earned.
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The accrual of interest income is discontinued on a loan when certain factors indicate reasonable doubt as to the collectibility of
principal and interest. At the time a loan is placed on nonaccrual status, previously accrued and uncollected interest is reversed
against interest income in the current period. Interest collections on nonaccrual loans are generally credited to interest income
when received. Such loans are restored to an accrual status only if the loan is brought contractually current and the borrower has
demonstrated an ability to make future payments of principal and interest.

The Corporation defined the population of impaired loans to include nonaccrual loans, loans more than 90 days past due and
restructured loans. Impaired loans are individually assessed to determine that the loan’s carrying value is not in excess of the fair
value of the collateral or the present value of the loan’s expected future cash flows.

Loan fees collected and certain costs incurred related to loan originations are deferred and amortized as an adjustment to inter-
est income over the life of the related loans. The deferred fees and costs are recorded as an adjustment to loans outstanding.

Allowance for loan losses

An allowance for loan losses is maintained at a level considered adequate to absorb inherent loan losses. Management of the
Corporation, in determining the provision for loan losses, considers the risks inherent in its loan portfolio and changes in the
nature and volume of its loan activities, along with general economic and real estate market conditions.

The Corporation utilizes a two tier approach: (1) identification of problem loans and the establishment of specific loss allowances
on such loans; and (2) establishment of general allowances on the remainder of its loan portfolio based on historical loss experi-
ence and other economic data management believes relevant. The Corporation maintains a loan review system, which allows for
a periodic review of its loan portfolio and the early identification of potential problem loans. Such system takes into considera-
tion, among other things, delinquency status, size of loans, types of collateral and financial condition of the borrowers. Specific
loan loss allowances are established for identified loans based on a review of such information and/or appraisals of the underly-
ing collateral. General loan loss allowances are based upon a combination of factors including, but not limited to, actual loan loss
experience, composition of loan portfolio, current economic conditions and management’s judgment.

Although management believes that adequate specific and general loan losses are established, actual losses are dependent upon
future events and, as such, further additions to the level of the specific and general loan loss allowance may be necessary.

In addition, various regulatory agencies, as an integral part of their examination process, periodically review the Corporation’s
allowance for loan losses. Such agencies may require the Corporation to recognize additions to the allowance for loan losses
based on their judgments about information available to them at the time of their examination.

Premises and equipment

Land is stated at cost. Buildings and improvements and furniture, fixtures and equipment are stated at cost, less accumulated
depreciation computed on the straight-line method over the estimated lives of each type of asset. Estimated useful lives are three
to forty years for buildings and improvements and three to twenty-five years for furniture, fixtures and equipment. Leasehold
improvements are stated at cost less accumulated amortization computed on the straight-line method over the shorter of the term
of the lease or useful life. Significant renewals and improvements are capitalized. Maintenance and repairs are charged to oper-
ations as incurred. Rental income is netted against occupancy costs in the consolidated statements of income.

Other real estate owned

Other real estate owned (OREQ) consists of foreclosed property and is carried at the lower of cost or fair value less estimated
selling costs. When a property is acquired, the excess of the carrying amount over fair value, if any, is charged to the allowance
for loan losses. Subsequent adjustments to the carrying value are recorded in an allowance for OREO and charged to OREO
expense. Operating results for OREOQ, including rental income, operating expenses, and gains and losses realized from the sale
of property owned, are also recorded in OREO expense. The Corporation sold its OREQC during 1998.




Imcome taxes

The Corporation accounts for taxes under the asset/liability method. Under this method, deferred tax assets and liabilities are rec-
ognized for future tax consequences attributable to differences between the financial statement carrying amounts of existing assets
and liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to
apply to taxable income in the years in which those temporary differences are expected to be recovered or settled. The effect on
deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the enactment date.

Other comprehensive income

The Corporation’s other comprehensive income is comprised of unrealized gains and losses on securities available for sale.
Disclosure of comprehensive income for the years end 2003, 2002 and 2001 is presented in the accompanying consolidated state-
ments of changes in Stockholders’ Equity.

Stock plans

At December 31, 2003, the Corporation has two stock-based employee compensation plans and two director compensation plans,
which are described more fully in Note 12. The Corporation accounts for those plans under the recognition and measurement
principles of APB Opinion No. 25, “Accounting for Stock Issued to Employees”, and related Interpretations. No stock-based
employee compensation cost is reflected in net income, as all options granted under those plans had an exercise price equal to
the market value of the underlying common stock on the date of grant. The following table illustrates the effect on net income
and earnings per share if the Corporation had applied the fair value recognition provisions of FASB Statement No. 123,
“Accounting for Stock-Based Compensation”, to stock-based compensation.

2003 2002 2001

Nef Ineome:
Netincome asreported ... ... i i $3,491,000 $3,116,000 $2,558,000
Total stock-based compensation expense determined
under fair value based method for all awards,

net of related tax effects. . ............. ... . . .o (50,000) (69.000) (67.,000)
Proformanetincome ... i e $3,441,000 $3,057,000 $2,491,000
Earnings per share:
As reported basic earningspershare ... ... o $1.11 $1.01 50.85
As reported diluted earnings pershare. .. ... 1.10 1.00 0.84
Pro forma basic earmingspershare. . ..., ..o 1.10 - 0.99 0.82
Pro forma diluted earnings pershare ............... ... ... 1.08 0.99 0.82
Weighted average fair value of options granfed during year . . .. $9.19 N $4.04

The fair value of options granted for employees and directors is estimated on the date of the grant using the Black-Scholes option
pricing model with the following assumptions used:

Employee Direetor Employee Emplayee Employee Employee
Steck Optiens  Stock Optiens  Stock Options Stock Options  Stock Options  Stock Options
2003 2001 2000 1999 1998 1997
Dividend vield......... . 2.02% 1.62% 1.57% 1.25% 1.12% 1.15%
Expected volatility . ... .. 51.65% 39.76% 20.27% 23.63% 16.24% 14.07%
Risk-free interest rate . . .. 3.40% 5.07% 5.16% 6.65% 5.58% 6.64%
Expectedlife........... 7 years 7 years 7 years 7 years 7 years 7 years
Fair value at grant date ., $9.19 $4.04 $2.96 $3.46 $2.03 $1.92

Earnings per share

Basic earnings per share is calculated by dividing net income by the average daily number of common shares outstanding during
the period. Common stock equivalents are not included in the calculation.

Diluted earnings per share is computed similar to that of the basic earnings per share except that the denominator is increased to
include the number of additional common shares that would have been outstanding if all potential dilutive common shares were issued.
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All share and per share amounts have been restated to reflect a 5% stock dividend paid November 2000, 2001, 2002 and 2003
and a 3 for 2 stock split that occurred in July 2003.

Intangible assets

Intangible assets are comprised of other intangible assets and core deposit intangibles. Other intangible assets represent the excess
of the fair value of liabilities assumed over the fair value of tangible assets acquired through a branch acquisition, completed in
1995, which did not qualify as a business combination. Other intangible assets amounted to $198,000 and $231,000 at December
31, 2003 and December 31, 2002, respectively, and are amortized on a straight-line method over a period of fifteen years.

The core deposit intangible represents the intangible value of depositor relationships resulting from deposit liabilities assumed in
the same acquisition. The core deposit intangible amounted to $22,000 and $33,000 at December 31, 2003 and December 31,
2002, respectively, and is amortized on an accelerated basis over a period of twelve years.

Note 2. SECURITIES AVAILABLE FOR SALE

The following is a summary of the contractual maturities of securities available for sale:

December 31, 2603
Amortized Gross Unrealized Carrying
Cost Gains Losses Value
U.S. Tredisury: .
Affer one but withinfiveyears ............. .. .......... $ 505,000 § — $ 5000 § 500000
U.S. government agencies:
Affer one but withinfiveyears . ................... ..., 20,210,000 48,000 112,000 20,146,000
Afterfive years. . ... . 2,000,000 3,000 5,000 1,998,000
22,210,000 51,000 117,000 22,144,000
QObligations of state and political subdivisions:
Withinoneyear. . ... o 176.000 3,000 — 179.000
After one but withinfiveyears ............ ... ... ... 1,224,000 8,000 5,000 1,227,000
1,400,000 11,000 5,000 1,406,000
Mortgage-backed securities:
After one but withinfiveyears ........................ 736,000 11,000 1,000 746,000
Afterfive years.. . ... ... e 36,449,000 201,000 141,000 36,509,000
37,185,000 212,000 142,000 37,255,000

$61,300,000 $274,000 $269,000  $61,305,000

December 31, 2002
Amortized Gross Unrealized Carrying
Cost Gains Losses Value

U.S. government agencies: :

Withinone year. . ... ... i e $ 300.000 $ 10,000 S — § 310,000
After one but withinfiveyears ........................ 1,906,000 12,000 — 1,918,000
Afferfive Years. . ... . 500,000 5,000 — 505,000

2,706,000 27,000 — 2,733,000

Obligations of state and political subdivisions:

Withinoneyear. .. ... . . o i 462,000 6,000 — 468,000
After one but withinfiveyears ...................... .. 335,000 18,000 — 363,000
797,000 24,000 — 821,000

Morfgage-backed securities:

After one but withinfiveyears ..................... ... 133,000 7,000 — 140,000
Afferfive years. . ... . 8,917,000 201,000 — 9,118,000
2,050,000 208,000 — 9,258,000

$12,553,000 $259,000 S — $12,812,000
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Issuers may have the right to call or prepay obligations with or without call or prepayment penalties. This might cause actual
maturities to differ from the contractual maturities summarized above.

The table below provides information about securities available for sale with unrealized losses at December 31, 2003. These
unrealized losses were in a continuous unrealized loss position for less than 12 months and were caused by changes in market
interest rates and volatility rather than changes in credit ratings of issuers. Management considers the impairment on these secu-
rities to be temporary.

Less than 12 Menths 12 Months or Longer Total
Unrealized Unrealized Unrealized
Fair Value Losses  Fair Value Lasses Fair Value Losses

USTreasury ............... $ 500,000 $ G000y §  — § - $ 500,000 $ (5000

U.S. government agencies. . . 11,595,000 (117,000) — — 11,695,000  (117,000)
Obligations of state and

political subdivisions . ... .. 712,000 (5,000) — — 712,000 (5.000)

Mortgage-backed securities . 12,379.000 (142,000) — — 12,379,000  (142,000)

Total temporarily impaired »

securities. . .......... $25,186,000 $(262,000) s — S — $25,186,000 $(269.000)

Cash proceeds realized from sales and calls of securities available for sale for the years ended December 31, 2003, 2002 and 2001
were $4,270,000, $3,653,000 and $8,005,000, respectively. Gross gains totaling $49,000 and no losses were realized on sales and
calls of securities during the year ended December 31, 2003. Gross gains totaling $10,000 and gross losses totaling $14,000 were
realized on sales and calls of securities during the year ended December 31, 2002. Gross gains totaling $1,000 and no losses were
realized on sales and calls of securities during the year ended December 31, 2001.

See Note 8 to financial statements regarding securities pledged as collateral for securities sold under agreements to repurchase.

Note 3. SECURITIES HELD TO MATURITY

The following is a summary of the contractual maturities of securities held to maturity:

December 31, 2603
Carrying Gross Unrealized Estimated
Value Gains Laosses Fair Value
U.S. Treasury:
After one but withinfivevears . ............ ... ....... $ 1,011,000 § 56,000 S — $ 1,067,000
U.S. government agencies: .
Withinoneyear. ... ... i e 250,000 10,000 — 260,000
Affer one but withinfiveyears ..................... ... 12,506,000 64,000 26,000 12,644,000
. 12,756,000 74,000 26,000 12,804,000
Obligations of state and political subdivisions:
Withinoneyear. ... i i e 3,725,000 54,000 — 3,779,000
Afterone but withinfiveyears ............. ... ... ... .. 15,961,000 600,000 — 16,561,000
19,686,000 654,000 — 20,340,000
Mortgage-backed securities:
Withinonevyear. . ... .. i 81.000 1,000 — 82,000
After one but withinfiveyears ................ ... .... 461,000 10,000 — 471,000
Afferfive years. ... o e 18,365,000 284,000 43,000 18,606,000
18,907,000 295,000 43,000 19,159,000

§52,360,000  $1,079.000 $69.000 $53,370,000
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December 31, 2002

Carrying Gross Unrealized Estimated
Value Gains Losses:  Fair Value
U.S. Treasury: .
WIthin One year. . .. ..o § 500000 $ 6000 §$ - $506.000
After one but withinfiveyears ................. ... ... 510,000 27.000 — 537.000
Afterfive years. .. ... 504,000 37,000 — 541,000
1,514,000 70,000 — 1,584,000
U.S. government agencies:
Withinoneyear. ... . i o 300,000 5,000 — 305,000
Afterone but withinfiveyears .............. ... ..., 11,401,000 17G.000 — 11,571,000
Afferfive years. . ... . e e 1,424,000 7.000 — 1,431,000
13,125,000 182,000 — 13,307,000
Obligations of state and political subdivisions;
Withinonevear. .......... ... e 2,239,000 27,000 — 2,266,000
After one but withinfiveyears ........................ 17.046,000 655,000 — 17,701,000
Afferfive years. .. .. ... e 775,000 30,000 — 805,000
20,060,000 712,000 — 20,772,000
Mortgage-backed securities:
Affer one but withinfiveyears ............... ... ..... 891,000 9.000 — 900,000
Afferfive years. . ... ... 25,297,000 453,000 40,000 25,710,000
' ' 26,188,000 462,000 40,000 26,610,000

$60,887,000  $1,426,000 $40.000 $62,273,000

Issuers may have the right to call or prepay obligations with or without call or prepayment penalties. This might cause actual
maturities to differ from the contractual maturities summarized above.

The table below provides information about securities held to maturity with unrealized losses at December 31, 2003. These unre-
alized losses were in a continuous unrealized 1oss position for less than 12 months and were caused by changes in market inter-
est rates and volatility rather than changes in credit ratings of issuers. Management considers the impairment on these securities
to be temporary.

Less than 12 Months 12 Months or Longer Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
U.S government agencies. .. . $4,214,000 $(26,000) S - S — $4,214,000  $(26,000)
Obligations of state and
political subdivisions . .. . .. 101,000 — — —_ 101,000 - —
Mortgage-backed securities. - 3,511,000 (43,000) — — 3,511,000 (43,000)
Total temporarily impaired

securities. . . ......... $7,826,000 $(69.000) s — S - $7,826,000  $(49.000)

Cash proceeds realized from calls of securities held to maturity for the years ended December 31, 2003, 2002 and 2001 were
$15,125.000. $11,830,000 and $6,440,000, respectively. There were no gains or losses realized on calls for the years ended
December 31, 2003 and 2002. Gross gains totaling $2,000 and no losses were realized from calls for the year ended December
31.2001.

The carrying value of securities pledged to secure treasury tax and loan deposits and public deposits for the years ended
December 31, 2003 and 2002 were $1,004,000. See also Note 8 to financial statements regarding securities pledged as collateral
for securities pledged as collateral for securities sold under agreements to repurchase.
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Note 4. LOANS .

The loan portfolio consisted of the following:

December 31,
2003 2002

Mortgage:
Residential . o o e e $ 44,835,000 $ 39,705,000
COMMEIC Al v e 109,708,000 88,593,000
COMMEICIAL . e 48,950,000 38,228,000
QUYL e e 17,181,000 12,471,000
ISt IE N e 41,067,000 - 37,293.000
L@ 3 7= 238,000 241,000
TOt A 0N, o e e e 261,979,000 216,531,000
Less: Deferred loan fees ..o o i e 315,000 263,000
Allowance forloonlosses. .. .. oo o e 2,888,000 2,689,000
3,203,000 2,952,000
LOaNS, Mt . o i e e $258,776,000 $213,579,000

The Corporation’s lending activities are concentrated in loans secured by real estate located in northern New Jersey. Accordingly,
the collectibility of a substantial portion of the Corporation’s loan portfolio is susceptible to changes in real estate market conditions.

At December 31, 2003, 2002 and 2001, loans serviced by the Corporation for the benefit of others totaled approximately
$5,983,000 $2,809,000, and $4,761,000, respectively.

Activity in the allowance for loan losses is summarized as follows:

December 31,

2003 2002 2001
Balance, beginning. ... ..o $2,689,000 $2,602,000 $2,223,000
Provision charged to operations.. . ... ... e e 425,000 160,000 420,000
Recoveries of loans charged off. . ... . .. P P 3,000 17,000 8.000
Loanscharged off. . ... (229.000) (90,000)  (49.000)
Balance, ending . ... $2,888,000 $2,689,000 $2,602,000

The Corporation has entered into lending transactions in the ordinary course of business with directors, executive officers and
principal stockholders of the Corporation and their affiliates on the same terms as those prevailing for comparable transactions
with other borrowers. At December 31, 2003 and 2002, these loans aggregated approximately $436,000 and $674,000, respec-
tively. During the year ended December 31, 2003, new loans totaling $51,000 were granted and repayments totaled approxi-
mately $289,000. The loans, at December 31, 2003, were current as to principal and interest payments, and do not involve more
than normal risk of collectability.
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Note 5. NONPERFORMING ASSETS

Nonperforming assets include the following:

December 31,

' 2003 2002

; Nonaccruatioans .. .. .. e $ 257,000 S 495000
Loans past due ninety days ormore and accruing. ... .. oo 320,000 4,000
RESIUCTUTEA IOQNS. . . . e 513,000 848,000

| Total NoNPerformiNg I0aNS . . ..o $ 1,090,000 $1,347,000

Restructured loans classified as nonaccrual for the years ended December 31, 2003 and 2002 were $174,000 and $329,000,
respectively.

There were approximately $150,000 restructured loans classified as loans past due ninety days or more and accruing at December
31, 2003.

The following information is presented for loans classified as nonaccrual and restructured:

Year ended December 31,

2003 2002 2061
Income that would have been recorded under
CONMACTUGE TEIMS « v o e e e $57.000 $69,000 $14,000
Llessinterest incomereceaived . ... .. o o 13,000 48,000 7.000
Lost income on nonperforming loonsatyearend. . ........ ... $44,000 $21,000 $ 7,000

Impaired loans consisted of the following:

December 31,

2003 2062 2001
Impaired Loans
With related allowance forloan loss. ... ... $ 1,073,000 $ 499,000 $ 534,000
Without related dllowance forloan1oss. ........... ... ... 17,000 848,000 438,000
Totalimpaired I0anNs ... . o $ 1,090,000 $ 1,347,000 $ 972,000
Related allowance for possible creditlosses . . ................ $ 100,000 $ 189,000 $ 205,000
Average investmentinimpaired loans ... ... o o $ 1,258,000 $ 1,370,000 $ 984,000
interest recognized onimpdaired loans. ... ... .o i $ 44,000 $ 81,000 $ 42,000
Note 6. PREMISES AND EQUIPMENT, NET
December 31,
2003 2002
LN e e $ 1.116,000 S 1,189,000
Buildings andimprovements . .. .. ... 1,899,000 2,055,000
Leasehold improvements., .. .............. e 748,000 654,000
Furniture, fixtures and equipment . ... .. e 3,061,000 3,449,000
. . 6,824,000 7,347,000
Less accumulated depreciation and amortization .............. ... ... 3,187,000 © 3,614,000
Total premises & equipment, net. ... $ 3,637,000 $ 3,733,000
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Note 7. DEPOSITS

December 31, 2003 December 31, 2002

Weighted Weighted

Average Average
Rate Amoumt Rate Amoumnt
Noninterest-bearingdemand ................... 0% $ 80,845,000 - 0% § 69,344,000
NOW accounts. . . oo e 0.57% 41,436,000 0.77% 34,621,000
Money market accounts, ....... .. e 0.78% 78,227,000 1.33% 66,670,000
Total interest-bearingdemand. ........ ... ...... 0.71% 119,663,000 1.14% 101,191,000
Statement savingsand clubs. .. ... ... oL 0.77% 41,258,000 1.08% 35,205,000
BUSINESS SAVINGS .« o o v v e 0.49% 3,793,000 0.70% 3,037,000
Totalsavings . ..o 0.75% 45,051,000 1.06% 38,242,000
IRA investment and variable rate savings .. ....... 3.81% 19,070,000 4.38% 16,415,000
Money market certificates . ........... oo 2.61% 76,909,000 3.35% 77.543,000
Total certificates of deposit .. ......... ... ........ 2.85% ©5,979,000 3.53% 93,958,000
Total interest-bearing deposits . . .. ............. .. 1.50% 260,693,000 2.09% 233,391,000
Totaldeposits ... i 1.15% $341,538,000 1.61% $302,735,000

Certificates of deposit with balances of $100,000 or more at December 31, 2003 and 2002, totaled approximately $29,355,000
and $27,385,000, respectively. Interest on certificates of deposit with balances of $100,000 or more totaled $908,000, $925,000,
and $808,000, for the years ended December 31, 2003, 2002 and 2001, respectively.

The scheduled maturities of certificates of deposit were as follows:

December 31,

2003 2002
N YEAT OF IS5, o vt $ 55,542,000 $ 50,543,000
Afferonefothree yaars. . ... 36,087,000 33,858,000
Afterthreeyears .................... e 4,350,000 9.557.000
$ 95,979,000 $ 93,958,000

Note 8. OTHER BORROWINGS

Federal Home Loan Bank of New York Advances

Advances from the FHLB-NY were consummated during the month of December to fund an investment purchase. The maxi-
mum amount of FHLB-NY advances outstanding at any month end was $20.0 million during the year ended December 31, 2003.
The average amount of advances outstanding during the year ended December 31, 2003 was $1.0 million. As of December 31,
2003, all FHLB-NY advances had fixed rates. The advances are scheduled for repayment as follows:

December 31, 2003
Weighted
Average
Amount Rate
2004 ....... $ 2,000,000 1.19%
2008 ....... 8,00G,000 3.26%
20013....... 10,000,000 3.82%
$20,000,000 3.33%
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Advances totaling $10.0 million are convertible by the FHLB-NY. on December 10, 2004 and quarterly thereafter into any
FHLB-NY advance at the then current market rate. This conversion feature is only available if the three month LIBOR resets at
or above 7.50%.

Advances from the FHLB-NY were secured by a blanket assignment of the Corporation's unpledged, qualifying mortgage loans,
mortgage-backed securities and investment securities. Such loans and securities remain under the control of the Corporation,

The Corporation had an available overnight line of credit with the FHLB-NY for a maximum of $33.7 million at December 31,
2003.

Securities Sold Under Agreement o Repurchase
At December 31, 2003 and 2002, securities sold under agreements to repurchase were collateralized by U.S. Treasury and agency

securities having a carrying value of approximately $5,838,000 and $3,559,000, reépective]y. These securities were maintained
in a separate safekeeping account within the Corporation's control.

December 31,

2003 2002

BAlONCE .. e $3,547,000 $2.435,000
Weighted average interestrate . ....... ... o e 1.08% 1.98%
Weighted average lengthof maturity . ... oo o oo 90 days 119 days
Maximum amount outstanding at any month end

duringtheyear ... $6,155,000 $2.435,000
Average amount outstanding during theyear. ............ ... o o $3,998,000 $1,018,000
Average interest rate duringtheyear ... .. ... o oo 1.44% 2.83%

Note 9. JUNIOR SUBORDINATED DEFERRABLE INTEREST DEBENTURES

On September 17, 2003, Stewardship Statutory Trust I (the “Trust”), a statutory business trust, and a wholly owned subsidiary of
Stewardship Financial Corporation, issued $7,000,000 Fixed/Floating Rate Capital Securities due September 17, 2033 (“Capital
Securities”), the proceeds from which the Trust used to purchase from the Corporation, $7,000,000 of Fixed/Floating Rate Junior
Subordinated Deferrable Interest Debentures (“Debentures™) maturing September 17, 2033. The Trust is obligated to distribute
all proceeds of a redemption whether voluntary or upon maturity, to holders of the Capital Securities. Stewardship Financial
Corporation’s obligation with respect to the Capital Securities, and the subordinated debentures, when taken together, provide a
full and unconditional guarantee on a subordinated basis by Stewardship Financial Corporation of the Trust’s obligations to pay
amounts when due on the Capital Securities.

The Capital Securities and the Debentures both bear a fixed interest rate of 6.75% until September 17, 2008 and thereafter shall
float quarterly at a rate of 3-Month LIBOR plus 2.95%.

The Capital Securities and the Debentures both may be redeemed at par beginning September 17, 2008 and quarterly thereafter. In

addition, the Capital Securities and the Debentures may be redeemed prior to September 17, 2008 upon the occurrence of a special

event. A special event includes a change to laws or regulations which would preclude the Corporation to treat the Capital Securities

as Tier 1 Capital for purposes of capital adequacy guidelines of the Federal Reserve, subject the Trust to US federal income tax with

respect to income received or accrued, limit the deductibility of interest payable, or the Trust would be considered an investment
company that is required to be registered under the Investment Company Act.

FASB Interpretation No. 46, “Consolidation of Variable Interest Entities” was issued in January 2003 and was reissued as FASB
Interpretation No. 46R (revised December 2003) (“FIN 46R”). FIN 46 and FIN 46R provide guidance on the identification of
entities controlled through means other than voting rights and specify how the Corporation should evaluate its interest in a vari-
able interest entity for purposes of determining whether to consolidate that entity. If a variable interest entity does not effectively
disperse risk among the parties involved, it must be consolidated by its primary beneficiary.

The Corporation adopted FIN 46R on December 31, 2003, deconsolidating its investment in Stewardship Statutory Trust I, the
subsidiary trust formed in connection with the issuance of subordinated debentures (trust preferred securities). In July 2003, the
Board of Governors of the Federal Reserve System instructed bank holding companies to continue to include trust preferred secu-
rities in their Tier I capital for regulatory purposes until notice is given to the contrary. There can be no assurance that the Federal




Reserve System will continue to allow bank holding companies to include trust preferred securities in Tier I capital for regula-
tory purposes. As of December 31, 2003, assuming the Corporation was not allowed to include the $7,000,000 in trust preferred
securities issued by Stewardship Statutory Trust I in Tier [ capital, the Corporation would remain “well capitalized”.

Note 10. REGULATORY CAPITAL REQUIREMENTS

Regulations of the Board of Governors of the Federal Reserve System (“FRB”) require bank holding companies to maintain min-
imum levels of regulatory capital. Under the regulations in effect at December 31, 2003, the Corporation was required to main-
tain (i) a minimum leverage ratio of Tier 1 capital to total adjusted assets of 4.0% and (i1) minimum ratios of Tier 1 and total cap-
ital to risk-weighted assets of 4.0% and 8.0%, respectively. The Bank must comply with substantially similar capital regulations
promulgated by the FDIC. :

Under its prompt corrective action regulations, the FRB is required to take certain supervisory actions (and may take additional
discretionary actions) with respect to an undercapitalized institution. Such actions could have a direct material effect on the insti-
tution’s financial statements. The regulations establish a framework for the classification of savings institutions into five cate-
gories: well capitalized, adequately capitalized, undercapitalized, significantly undercapitalized, and critically undercapitalized.
Generally, an institution is considered well capitalized if it has a leverage (Tier 1) capital ratio of at least 5.0%; a Tier 1 risk-based
capital ratio of at least 6.0%; and a total risk-based capital ratio of at least 10.0%.

The foregoing capital ratios are based in part on specific quantitative measures of assets, liabilities, and certain off-balance sheet
items as calculated under regulatory accounting practices. Capital amounts and classifications are also subject to qualitative judg-
ments by the FRB about capital components, risk weightings and other factors.

Management believes that, as of December 31, 2003, the Bank and the Corporation have met all capital adequacy requirements
to which they are subject.

The following is a summary of the Corporation’s actual capital amounts and ratios as of December 31, 2003 and 2002, compared
to the FRB minimum capital adequacy requirements and the FRB requirements for classification as a well capitalized institution:

FRB Requirements

Minimum Capital For Classification
Actual Adeguacy as Well Capitalized
Amount Ratio Amount Ratio Amoumnt Ratio
December 31, 2003
Leverage (Tier 1) capital ............. $33,925000 8.89%  $15,265,000 4.00%  $19,082,000 5.00%
Risk-based capital: ]
Tier 1o 33,925,000 12.93% 10,497,000 4.00% 15,746,000 6.00%
Total ... .o 36,812,000 14.03% 20,994,000 8.00% 26,243,000 10.00%
December 31, 2002
Leverage (Tier V) capital ............. $23,394,000 7.02%  $13,336,000 4.00%  $16,670,000 5.00%
Risk-based capital .. ... .
Tier V.. .. o 23,394,000 10.53% 8,890,000 4.00% 13,336,000 6.00%
Total ... .o $§26,083,000 11.74%  $17,781,000 8.00%  $22,226,000 10.00%

Note 11. BENEFIT PLANS

The Corporation has a noncontributory profit sharing plan covering all eligible employees. Contributions are determined by the
Corporation’s Board of Directors on an annual basis. Total profit sharing plan expense for the years ended December 31, 2003,
2002 and 2001 amounted to approximately $290,000, $221,000 and $167,000, respectively.

The Corporation also has a 401(k) plan which covers all eligible employees. Participants may elect to contribute up to 15% of
their salaries. not to exceed the applicable limitations as per the Internal Revenue Code. The Corporation, on an annual basis,
may elect to match 50% of the participant’s first 5% contribution. Total 401(k) expense for the years ended December 31, 2003,
2002 and 2001 amounted to approximately $50,000, $42,000 and $42,000, respectively.
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During 1996, the Corporation adopted an Employee Stock Purchase Plan which allows all eligible employees to authorize a specific pay-
rolt deduction from his or her base compensation. Total stock purchases amounted to 1,720 and 2,752 shares during 2003 and 2002,
respectively.

Note 12, STOCK-BASED COMPENSATION
At December 31, 2003, the Corporation had four fypes of stock award programs referred to as the Employee Stock Bonus Plan, the
Director Stock Plan, an Employee Stock Option Plan and a Stock Option Plan for Non-Employee Directors.

The Employee Stock Bonus Plan is intended to provide incentives which will retain highly competent key management employees of
the Corporation by providing them with a bonus in the form of shares of the common stock of the Corporation. The Corporation has not
granted shares during 2003 and 2002 under this plan.

The Director Stock Plan permits members of the Board of Directors of the Bank to receive any monthly Board of Directors’ fees in shares of
the Corporation’s common stock, rather than in cash. The Corporation issued 3,416 and 4,325 shares during 2003 and 2002, respectively.

The Employee Stock Option Plan provides for options to purchase shares of Common Stock to be issued to key employees of the
Corporation at the discretion of the Stock Option Committee. The committee has the authority to determine the terms and conditions of
the options granted. the exercise price thereof, and whether the options are incentive or non-statutory options. The Employee Stock
Option Plan has reserved 135,685 shares of common stock for issuance. The options were issued with an exercise price which repre- -
sented market price of the stock at the date of grant. Options are exercisable starting one year from the date of the grant and expire
between five and ten years from the date of grant and are subject to a vesting schedule. Options were granted to all full-time employees
on July 15, 2003. There were no options granted during 2002 and 2001. A summary of the status of the qualified stock options as of
December 31, 2003 and 2002 and changes during the years then ended on those dates is presented below:

2003 2002 2001
Weighted ‘ Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Cutstanding af beginning of year .......... .. 51,095 $7.53 60,000 $7.38 60,000  $7.38
Granted . ... 9,135 20.00 — — — —
Exercised ......... T o 6,161 7.01 8,005 6.41 — —_
Forfeited. . ... . ... . 420 20.00 — — — —
Qufstanding atend ofyear. ................. 54,549 §$0.58 51,995 $7.53 60,000 $7.38
Options exercisable atyearend ... ...... .. 40,486 41,884 37,942
Weighted average falr value of
options granted during the year. ..., .. 8919 $ —_ s -

The following table summarizes information about the qualified employee stock options outstanding at December 31, 2003

Optiens Qutstanding
Number Weighted Avg. Weighted Number
Qutstanding Remaining ~ Average Exercisable
at 12/31/03  Contractual Life  Exercise Price  12/31/03

Range of Exercise Prices: T
S b6- @ 29,492 3.80 $§626 29,492

S O-12 16,342 5.06 1001 10,942
§12-18. - - - : -
S16-18. ..o e - - - -
SI8-21.. 8715 9.55 20.00 52
§$6-21 ... ... .. e 54,549 493 $9.58 40,487
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The 1995 Stock Option Plan for Non-Employee Directors had reserved 135,685 shares of common stock for issuance. During
1997 each participant was granted the option to purchase 12,332 shares of common stock. No option could be exercised more
than five years after the date of its grant. The options were issued with an exercise price of $5.82, 95% of the fair market value
on: the date the options were granted. During 2001, an option to purchase the remaining shares available under this plan, 12,332
shares, were granted (o a new director. The option to purchase these shares was issued with an exercise price of $9.37, 95% of
the fair market value on the date the options were granted. As a result of the discount, $6,000 was charged to noninterest expense
for 2001. Options to purchase 46,589 shares were exercised in 2002. All options to purchase shares have been exercised under
this plan.

In May 2001, the shareholders approved the 2001 Stock Option Plan for Non-Employee Directors that would allow the
Corporation to grant a maximum of 8,682 shares to each director. The plan reserved 104,186 shares of common stock for
issuance. Cptions would be exercisable 20% each year for five years. No option may be exercised more than five years after the
date of its grant. Options to purchase 78,139 shares were granted in 2001 with an exercise price of $9.57. In September 2003
options to purchase 5,209 shares were granted with an exercise price of $20.00. Options to purchase 8,680 and 1,736 shares were
exercised during 2003 and 2002. respectively. Options to purchase 20,839 shares were exercisable at December 31, 2003.

The Corporation applies the “intrinsic value based method” as described in Accounting Principles Board Opinion 25,
“Accounting for Stock Issued to Employees,” and related Interpretations in accounting for its stock-based compensation.
Accordingly, no compensation cost has been recognized for these stock option pians. Consistent with SFAS 123, if compensa-
tion cost for the plans was included, the Corporation’s net income and earnings per share would have been reduced to the pro-
forma amounts as disclosed in Note 1.

Note 13: EARNINGS PER SHARE

The following reconciles the income available to common shareholders (numerator) and the weighted average common stock
outstanding (denominator) for both basic and diluted earnings per share for 2003, 2002 and 2001:

2003 2002 2001

Netincome. .. ... e $3,491,000 $3,116,000 $2,558,000
Income available to common stfockholders ’

basicanddiluted .. ... §3,491,000 §3,116,000 §2,558,000
Weighted average common shares :

outstanding -basic ... ... .o 3,140,444 3,076,763 3,020,361
Effect of dilutive securifies - stock options ................., 44,613 24,358 33,599
Weighted average common shares

outstanding -diluted. . ... . o 3,185,057 3,101,121 3,053,960
Basic earningspershare. .. ... o e $ 1.71 $ 10 S .85
Dilute eamingspershare . ............. e $ 1.10 $ 1.00 S 0.84
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Note 14. INCOME TAXES

The components of income taxes (benefit) are summarized as follows:

Year ended December 31,

2003 2002 2001
Current tax expense:
Federal . . e $1,497,000 $1,321,000 $1,180,000

State L 455,000 384,000 295,000
' 1,952,000 1,705,000 1,475,000

Deferred tax benefit:

Federal ... .. (37.,000) (61.000)  (146,000)
State (7.000) (10,000)  (25,000)

(44,000) (71,000) (171,000)
$1,908,000 $1,634,000 $1,304,000

Not included in the above table is income tax (benefit) expense relating to unrealized (losses) gains on securities available for
sale recognized in stockholders' equity amounting to ($98,000), $83,000, and $87,000 for the years ended December 31, 2003,
2002, and 2001 respectively. ‘

The following table presents a reconciliation between the reported income taxes and the income taxes which would be comput-
ed by applying the normal federal income tax rate (34%) to income before income taxes:

Year ended December 31,

2003 2002 2001
Federolinclome’rcx‘.......,........A..............i ................ $1,836,000 $1.615,000 $1.313,000
Add (deduct) effect of:
State income taxes, net of federal income tax effect. . ............. ..., 296,000 247,000 178,000
Nontaxable inferestincome . ... . . . e (230,000)  (236.000) (250.000)
Other items, Net . . . e 6.000 8,000 63,000
Effective federal income taxes $1,208,000 $1.634,000 $1,304,000

The tax effects of existing temporary differences that give rise to significant portions of the deferred tax assets and
deferred tax liabilities are as follows:

December 31,

2003 2002
Deferred tax assets/liabilities:
Allowance for loan loSSeS . . . . v v e $§1,153,000 $1,074,000
Allowance for otherlosses . ... ... o i 36,000 28,000
Core deposit intangible amortization. ... ... oo 23,000 26,000
Nonaccrudiloan interest ... ... oo , 28,000 - 36,000
DI Ot ON . e e e 58,000 90,000
$1,298,000 §1,254,000
Deferred tax liabilities:
Unredlized gains on securities available for sale. . . . .. e $ 2,000 $ 101,000
Ol 5,000 5,000
$ 7,000 $ 106,000
Net deferred tax assets. . .. ... i $1,291,000 $1,148,000
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The Corporation has determined that it is not required to establish a valuation reserve for the deferred tax asset, since it is more
likely than not that the deferred tax asset will be principally realized through carrybacks to taxable income in prior years, a his-
tory of growth in earnings and the prospects for continued growth in the future.

Note 15. COMMITMENTS AND CONTINGENCIES

The Corporation is a party to financial instruments with off-balance sheet risk in the normal course of business to meet the financ-
ing needs of its customers. These financial instruments include commitments to extend credit and standby letters of credit. Those
instruments involve, to varying degrees, elements of credit and interest rate risk in excess of the amount recognized in the con-
solidated financial statements. The contract or notional amounts of those instruments reflect the extent of involvement the -
Corporation has in particular classes of financial instruments.

The Corporation's exposure to credit loss in the event of nonperformance by the other party to the financial instrument for
commitments to extend credit and standby letters of credit is represented by the contractual notional amount of those instruments.
The Corporation uses the same credit policies in making commitments and conditional obligations as it does for on-balance sheet
instruments.

At December 31, 2003, the Corporation had mortgage commitments to extend credit aggregating approximately $2.3 million at fixed
rates averaging 6.01%. Of these loan commitments, $2.million will be sold to investors upon closing. Commercial, construction
and home equity loan commitments of approximately $13.7 million were extended with variable rates currently averaging 5.87%
and $1.0 million were extended at fixed rates averaging 6.05%. All commitments were due to expire within approximately 90 days.

Additionally, at December 31, 2003, the Corporation was committed for approximately $59.2 million of unused lines of credit,
consisting of $19.1 million relating to a home equity line of credit program and an unsecured line of credit program (cash
reserve), $10.7 miilion relating to credit cards, and $29.4 million relating to commercial and construction lines of credit. Amounts
drawn on the unused lines of credit are predominantly assessed interest at rates which fluctuate with the base rate.

Commitments under standby and commercial letters of credit aggregated approximately $609,000 at December 31, 2003, of
‘which $607,000 expires within one year. Should any letter of credit be drawn on, the interest rate charged on the resulting note
would fluctuate with the Corporation's base rate.

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition established
in the contract. Commitments generally have fixed expiration dates or other termination clauses and may require payment of a
fee. Since many of the commitments may expire without being drawn upon, the total commitment amounts do not necessarily
represent future cash requirements. The Corporation evaluates each customer's creditworthiness on a case-by-case basis. The
amount of collateral obtained, if deemed necessary by the Corporation upon extension of credit, is based on management's cred-
it evaluation of the counter-party. Collateral held varies. but may include accounts receivable, inventory, property, plant and
equipment, and income-producing commercial properties.

Standby and commercial letters of credit are conditional commitments issued by the Corporation to guarantee payment or per-
formance of a customer to a third party. Those guarantees are primarily issued to support public and private borrowing arrange-
ments. including commercial paper. bond financing and similar traasactions. The credit risk involved in issuing letters of credit
is essentially the same as that involved in extending loan facilities to customers. The Corporation obtains collateral supporting
those commitments tfor which collateral is deémed necessary

Rentals under long-term eperating lease for branch offices amounted .0 approximately $363.000 and $273.000 during the years
ended December 31, 2003 and 2002. respectively. At December 3i. 2003, the minimum rental commitments on the noncan-
cellable leases with an initial term of one year and expiring thereatter is as follows: '

Year Ending Minimmum
December 31 Rent
2004 ... L. $413,000
2005 ... 426,000
2006 ... 411,000
2007 ... . 363,000
2008 ... 341,000
Thereafter........ .. 1,412,000
$3,372,000
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The Corporation is also subject to litigation which arises primarily in the ordinary course of business. In the opinion of manage-
ment the ultimate disposition of such litigation should not have a material adverse effect on the financial position of the
Corporation. ’

Note 16. DIVIDEND LIMITATION

The Corporation’s ability to pay cash dividends is based on its ability to receive cash from its bank subsidiary. New Jersey law
provides that no dividend shall be paid by the Bank on its capital stock unless, following the payment of such dividend, the capital
stock of the Bank will be unimpaired, and the Bank will have a surplus of not less than 50% of its capital stock, or if not, the
payment of such dividend will not reduce the surplus of the Bank. At December 31, 2003, this restriction did not result in any
effective limitation in the manner in which the Bank is currently operating.

Note 17. FAIR VALUE OF FINANCIAL INSTRUMENTS

Statement of Financial Accounting Standards No. 107 (SFAS No. 107) Disclosures About Fair Value of Financial Instruments,
requires that the Corporation disclose the estimated fair value of its financial instruments whether or not recognized in the con-
solidated balance sheet. Fair value estimates, methods and assumptions are set forth below for the Corporation's financial instru-
ments.

December 31,
2003 2002
Carrying Estimated Carrying Estimated
Amount Fair Value » Ameunt Fair Value

(Dollars in thousands)
Financial assets:

Cash and cash equivalents . .................. $ 19,138 $ 19,138 § 33,418 $ 33,418
Securities available forsale ... oo 0L 61,305 61,305 12.812 12,812
Securifies heldtomaturity ............. . ... ... 52,360 53,370 60,887 62,273 -
FHLB-NY stock .. ... ..o e 1,322 1,322 1.059 1,059
Netloans. . ..o 258,776 259,463 213,579 218,219
Mortgage loans held forsale ... ... . ... 576 576 2,099 2,099
Financial liabilities: _

DEeROSHS. v o 341,538 343,576 302,735 304,813
Securities sold under agreements )

torepurChase. ... oo 3,547 3,547 2,435 2,435
Other BOMOWINGS .« o .o oo 20,000 19,483 — —

Subordinated debentuwres. ... ... oL 7,127 7.264 — —

The following methods and assumptions were used to estimate the fair value of each cla;ss of financial instruments:
Cash and cash eguivalents

The cal;rying amount approximates fair value.

Securities available for sale -

All securities dvailable for sale are actively traded and have been valued using quoted market prices.

Securities held to maturity

All securities held to maturity are actively traded and have been valued using quoted market prices.

FHILB-NY stock

The carrying amount approximates fair value.
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Net loans

Fair values are estimated for portfolios of loan with similar financial characteristics. Loans are segregated by type such as resi-
dential and commercial mortgages, commercial and other installment. The fair value of loans is estimated by discounting cash
flows using estimated market discount rates which reflect the credit and interest rate risk inherent in the loans.

Mortgage loans held for sale

Loans in this category have been committed for sale to investors at the current carrying amount.
Depaosits

The fair value of deposits, with no stated maturity, such as noninterest-bearing demand deposits, savings, NOW and money mar-
ket accounts, is equal to the amount payable on demand as of December 31, 2003 and 2002, respectively. The fair value of the
certificates of deposit is based on the discounted value of cash flows. The discount rate is estimated using market discount rates
which reflect interest rate risk inherent in the certificates of deposit.

Securities sold under agreements to repurchase

The carrying value approximates fair value due to the relatively short time before maturity.
Commitments to extend credit

The fair value of commitments is estimated using the fees currently charged to enter into similar agreements, taking into account
the remaining terms of the agreements and the present credit worthiness of the counter parties, and at December 31, 2003 and
2002 were not material.

Limitations

The preceding fair value estimates were made at December 31, 2003 and 2002, based on pertinent market data and, relevant infor-
mation on the financial instruments. These estimates do not include any premium or discount that could result from an offer to
sell at one time the Corporation's entire holdings of a particular financial instrument or category thereof. Since no market exists
for a substantial portion of the Corporation's financial instruments, fair value estimates were necessarily based on judgments with
respect to future expected loss experience, current economic conditions, risk assessments of various financial instruments, and
other factors. Given the subjective nature of these estimates, the uncertainties surrounding them and the matters of significant
judgment that must be applied, these fair value estimates cannot be calculated with precision. Modifications in such assumptions
could meaningfully alter these estimates.

Since these fair value approximations were made solely for on and off balance sheet financial instruments at December 31, 2003
and 2002, no attempt was made to estimate the value of anticipated future business. Furthermore, certain tax implications relat-
ed to the realization of unrealized gains and losses could have a substantial impact on these fair value estimates and have not
been incorporated into the estimates.
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Note 18. PARENT COMPANY ONLY

The Corporation was formed in January 1995 to operate its subsidiary, Atlantic Stewardship Bank. The earnings of the bank are
recognized by the Corporation using the equity method of accounting. Accordingly, the bank dividends paid reduce the
Corporation's investment in the subsidiary. In 2003, the Corporation formed its second subsidiary, Stewardship Statutory Trust,
to offer trust preferred securities. The following information should be read in conjuction with the other notes to the consolidat-
ed financial statements. Condensed financial statements of the Corporation at December 31, 2003 and 2002 are presented below:

Condensed Statements of Financial Condition

Year ended December 31,

2003 2002

Assets
Cash and due from DANKS . ... o $ 277,000 $ 1,092,000
Securities available forsale .. ... » 3,812,000 —
Securifies held fo maturify ... .. o 1,000,000 —
Investment N subsSIdIary . ... 28,961,000 22,752,000
Accrued inferest receivable ... . e 44,000 —
O Rl G851 L v ettt 314,000 22,000
o} (oo 1= £ $34,408,000 $23,866,000

Liabilities and Stockholders® equity :

Subordinated ebeNtUres. . . . v e § 7,217,000 S —
Other iabllifies ..o e e e e 42,000 49,000
StOCKNOIdEIS ©QUITY. . . e e 27,149,000 23,817,000
Total liabilities and Stockholders' equity . ... ... o oo $34,408,000 $23,866,000

Condensed Statements of Income Year ended December 31,

2003 2002 2001
Interest income - securities available forsale .. ... . o oo § 33,000 $ — § 4000
Interest income - securities heldfomaturity ... . 26.000 24,000 19,000
DIVIdENA MCOMIE . o vttt e 275,000 575,000 475,000
ONEI INCOME . . e G000 — —
TOIQ N oM. L o e e 343,000 599,000 500,000
ST EXON . . o e e 141,000 — —
Oher EXPENSES « . o o ottt e 106,000 106,000 30,000
TOTal EXPEMSES vt e 247,000 106,000 30,000
Income before income faxbenefit, ... ... . . ©6,000 493,000 470,000
Taxbenefit, . ... .. [ R (61,000 (28,000) —
Income before equity in undistributed earnings
Of SUDSITIANY .« o e e 157.000 521,000 470,000
Equity in undistributed earnings of subsidiary ... oo e 3,334,000 2,595,000 2,088,000
Nt MO, . o $3,491,000 $3,116,000 $2,558,000

A4l




Condemnsed Statements of Cash Flows Year ended December 31,
2003 2002 2001

Cash flows from operating activities:
NET INCOME. e $3,491,000 $3,116,000 $2,558,000
Adjustments to reconcile net income to
net cash provided by operating activities:

Equity in undistributed earnings of subsidiary. .. ............ ... ... (3.334,000) (2,595,000) (2,088,000)
Issuance of stock options atadiscount ........... ... .. .. L ' — — 6,000
(increase) decrease decrease in accrued interest receivable. . .. ... (44,000) 7,000 3,000
Decrease (increase) inotherassets. ... ... ..o i 2,000 47,000 (5.000)
Increase (decrecse) in otherliabilifies. ................ .. ..o (7.000) 11,000 (44,000)
Net cash provided by operating activities .. ................... 108,000 586,000 430,000
Cash flows from investing activities:
Purchase of security heldto maturity .. ... ..o oo S (1,000,000)  (300,000) (100,000)
Purchase of securities available forsale. .. ... ... .o o0 (3,800,000) : — —
investment in bank subsidiary . ... ... e (3.000.000) — —
Investment in special purpose subsidiary .. ... .. oo (217.,000) — —
Proceeds from calis on securities available forsale . ............. .. ... — 650,000 100,000
Net cash (used) provided by investing acftivities . ......... ... ... (8.017.000) 350,000 —
Cash flows from financing acfivities:
Issuance of subordinated debentures .. ... ... ... oo 7,217,000 — -
Cash dividends paid on common stock ............. e (819.000) . (669.000) (558,000)
Exercise of stock options. ... ... . 126,000 371.000 67.000
Purchase of freasury stock .. ....... .. e — (164,000) (340,000)
Issuance of COMMON STOCK .. ..ot v 570,000 480.000 471,000
Net cash provided (used) by investing acfivities . ............... 7,094,000 18.000  (360,000)
Net (decrease) increase in cash and cash equivalents ................ .. (815,000) 954,000 70,000
Cash and cash equivalents~-beginning ... ... oo ol e 1,092,000 138.000 68,000
Cash and cash equivalents ~ ending . .. ..o oo oo $§277,000 $1.092.000 $138,000

NOTE 19, RECENT ACCOUNTING PRONOUNCEMENTS

FASB No. 150, “Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity”

On May 15, 2003, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards No. 150,
“Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity,” (“SFAS No. 150”). SFAS No. 150
requires instruments within its scope to be classified as a liability (or, in some cases, as an asset). Generally, SFAS No. 150 is effec-
tive for financial instrument arrangements entered into or modified after May 31, 2003, and otherwise is effective at the beginning of
the first fiscal period beginning after December 2003. On November 7, 2003, the FASB deferred the application of several provisions
of SFAS No. 150. The adoption of SFAS No. 150 is not expected to impact the Corporation’s consolidated financial staternents.

FASB No. 149, “Amendment of Statemient No. 133 on Derivative Instruments and Hedging Activities”

Statement of Financial Accounting Standards No. 149, “Amendment of Statement 133 on Derivative Instruments and Hedging
Activities,” (“SFAS No. 1497) was issued on April 30, 2003. This statement amends financial accounting and reporting require-
ments for derivative instruments and hedging activities under SFAS No. 133 to clarify the definition of a derivative, expand the
nature of exemptions from SFAS No. 133, clarify the application of hedge accounting when using certain instruments, clarify the
application of paragraph 13 of Statement No. 133 to embedded derivative instruments in which the underlying is an interest rate
and modify the cash flow presentation of derivative instruments that contain financing elements. The adoption of SFAS No. 149
did not have a material impact on the Corporation’s consolidated financial statements.

FASB Interpretation No. 46, “Consolidation of Variable Interest Entities

FASB Interpretation No. 46, Consolidation of Variable Interest Entities (“FIN No. 46”) was issued in January 2003. FIN No. 46
applies immediately to enterprises that hold a variable interest in variable interest entities created after January 31, 2003. FIN No.
46 applies to public enterprises as of the beginning of the applicable ifiterim or annual period. FIN No. 46 may be applied prospec-
tively with a cumulative-effect adjustment as of the date on which it is first applied or by restating previously issued financial state-
ments for one or more years with a cumulative-effect adjustment as of the beginning of the first year restated. FIN No. 46 provides
guidance on the identification of entities controlled through means other than voting rights and specifies how a business enterprise
should evaluate its interest in a variable interest entity to determine whether to consolidate that entity. A variable interest eatity
must be consolidated by its primary beneficiary if the entity does not effectively disperse risks among the parties involved.
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On October. 9, 2003, the effective date was deferred until the end of the first annual period ending after December 15, 2003, for
certain interests held by a public entitiy in certain variable interest entities or potential variable interest entities created before
February 1, 2003. The adoption of this accounting pronouncement required the Corporation to de-consolidate its investment in
Stewardship Statutory Trust I in the Corporation’s consolidated financial statements. The de-consolidation of subsidiary trusts of
bank holding companies formed in connection with the issuance of trust preferred securities, like Stewardship Statutory Trust i,
appears to be an unintended consequence of FIN 46. In July 2003, the Board of Governors of the Federal Reserve System
instructed bank holding companies to continue to include the trust preferred securities in their Tier 1 capital for regulatory capi-
tal purposes until notice is given to the contrary. There can be no assurance that the Federal Reserve will continue to allow insti-

tutions to include trust preferred securities in Tier 1 capital for regulatory capital purposes. As of December 31, 2003, assuming
the Corporation was not allowed to include the $7.0 million in trust preferred securities issued by Stewardship Statutory Trust I
in Tier 1 capital, the Corporation would remain “well capitalized.”
Note 20. QUARTERLY FINANCIAL DATA (Unaudited)
The following table contains quarterly financial data for the years ended December 31, 2003 and 2002 (dollars in thousands).
First Second Third Fourth
‘ Quarter Quarter  Quarter Quarter Total
Year ended December 31, 2003: _
Interestincome ... ... .. oo . §4,604 54,632 $4,705 $4,978 $18.919
Inferestexpense............. oL 1,180 1,175 1.070 1,166 . 4,591
Net interest income before .
‘provision forloanlosses. .. ... ..o o 3,424 3,457 3,635 3,812 14,328
Provision for loan 10sses . ... . v vv i 115 110 90 110 425
Net interest income after ' oo .
provision forloanlosses. ................. 3,309 3,347 3,645 3,702 13,903
Noninterestincome .. ... 696 778 777 639 2,890
Noninterest expense . . .......... ..o 2,694 . 2,794 2,035 2,971 11.394
Net income before
INCOMEe tax eXPeNnSe . ...t 1,311 1,331 1,387 1,370 5,399
Federal and state income tax expense . ....... .. 458 469 492 489 1,608
Nefincome. ... ... ... ... ... ... o $ 853 $ 862 S 895 $ 881 $ 3,491
Basic earningspershare. ... .., $0.27 $ 0.28 $ 028 $ 028 S 1.7
Diluted earningspershare . .................... $0.27 $ 027 $ 0.28 $ 0.28 $ $1.10
First Second Third Fourth
Quarter Quarter Quarter Quarter Total
Year ended December 31, 2002: _
Interestincome ........... ... ... o o $4,266 $4,374 $4,567 $4,571 $17.778
Inferest expense. ... ... i e 1,318 T .1,306 1,324 1,323 5,271
Net interest income before )
provision forloanlosses. . ............ . ... 2,948 3.068 3,243 3,248 12,507
Provision forfoaniosses .. ...................... 40 30 . 30 60 160
Net interest income after '
provision forloanlosses. . ................ 2,908 3.038 3,213 3,188 12,347
Noninterestincome . ....... ... i 530 599 533 588 2,250
Noninterest expense ............. .. ..ot 2,376 2,447 2,456 2,568 9,847
Net income before income tax expense . . . .. 1,062 1,190 1,290 1,208 4,750
Federal and state income tax expense ... .. .. 357 406 454 ) 47 1,634
NetinCOME. ..ot S 705 $ 784 $ 836 § 791 § 3116
Basic eamnings pershare. ... $ 0.23 $ 026 $ 0.27 $ 0.25 $ $1.01

Diluted earnings pershare ... ..........oooov e $§023 - $025 $0.27 $ 0.25 $ $1.00
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STAFF

TELEPHONE 201-444-7100 / 877-844-BANK

HEADQUARTERS -
MIDLAND PARK

630 Godwin Avenue

Raymond J. Santhouse
Branch Manager, Assistant
Vice President &Regional Manager

HAWTHORNE
386 Lafayette Avenue

Alma M. Baxter

PEQUANNOCK
249 Newark-Pompton Turnpike

Louise Rohner
Branch Manager & Assistant Secretar]

RIDGEWOOD
190 Franklin Avenue

Diane Ingrassia
Branch Maziager &

WAYNE HILLS
87 Berdan Avenue

Lorraine Kimball

Branch Manager & Assistant Secretar)/

Geraldine Merino
Assistant Branch Manager

WAYNE VALLEY
311 Valley Road

Branch Manager &,

Assistant Vice President

Joyce Dykstra

Grace Lobbregt
Assistant Branch Manager &

Assistant Secretary WALDWICK

HAWTHORNE

Judi Rothwell
1111 Goffle Road

Branch Manager

Jennifer L. Batelli
Branch Manager &

Administrative Assistant

Assistant Vice President

Assistant Branch Manager

30 Franklin Turnpike

Kristine Rasile
Acting Branch Manager &

Assistant Secretary

WAYNE
400 Hamburg Turnpike

Robert A. Giannetti
Branch Manager, Assistant
Vice President & Regional Manager

RE CIO GNATLON

WE APPRECIATE THE SENTIMENTS

The Atlantic Stewardship Bank was recognized this past year
for its unique Tithing Program at several events in 2003,

The Bank was presented with the Stephanus Award based
on 1 Corinthians 16:15, at the Touch the World Ministry
Banquet “because of the generosity and devotion of the organ-
ization and staff to Christian principles.” Touch the World
Ministry, of Allendale, NJ organizes Christian mission trips
throughout the world.

Another outstanding award received this past year
was the Wayne Corporate Citizen Award presented at a break-
fast symposium held for all the businesses in Wayne, NJ. The
award is presented annually to one business in Wayne that
is making a strong positive impact on the community and the
recipient is selected by the Wayne Industrial and Economic
Development Commission.

Recognition was also bestowed upon the Bank by the
Hispanic Multi-Purpose Service Center of Paterson, NJ at their
annual banquet. The Center extended thanks for the Bank’s
support of their many programs, which include health serv-

J»-—-y;n-:-nrwc!ﬂn 2 esoroead

Jean Schaver of the Loan Processing Division adding a new loan
to the computer system.

ices, a food bank, an education center, a nursery school, and
a senior citizen center.

We appreciate the acknowledgements of these organi-
zations which were presented at their annual events.
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